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Executive  Summary 


This  report  on  health  maintenance 
organizations  (HMOs)  is  part  of  a  project 
undertaken  by  the  Massachusetts  Rate 
Setting  Commission,  in  compliance  with 
Chapter  495  of  the  Acts  of  1991 ,  to  monitor  the 
cost  of  health  insurance  in  the  Commonwealth. 

As  with  the  Commission's  other  monitoring 
activities,  the  objective  of  the  insurance 
monitoring  project  primarily  is  to  inform  policy 
makers  on  current  trends  in  the  Massachusetts 
health  care  system. 


About  this  Report 

This  report,  Premium  Trends  for  Six 
HMOs  in  Massachusetts,  presents  information 
on  changes  in  the  cost  of  coverage  under 
HMOs  as  measured  by  HMO  premiums  for  the 
first  five  years  beginning  in  1990. 

Six  Largest  HMOs 

The  analysis  uses  HMO  premium  data  for 
the  best-selling  plans  of  the  six  largest  HMOs 
in  Massachusetts:  Bay  State  Health  Care  (Bay 
State),  Fallon  Community  Health  Plan  (Fallon), 
Harvard  Community  Health  Plan  (HCHP), 
HMO  Blue  (the  HMO  plan  from  Blue  Cross 
Blue  Shield  of  Massachusetts),  Pilgrim  Health 
Care  (Pilgrim)  and  Tufts  Associated  Health 
Maintenance  Organization  (Tufts).  These  six 
HMOs  provide  coverage  for  more  than  80%  of 


all  HMO-insured  individuals  in  the 
Commonwealth. 

Enrollment  Trends 

HMO  enrollment  in  Massachusetts 
increased  by  26%  from  1990 to  1993.  Enrollment 
grew  steadily  between  1990  and  1992,  but  then 
decelerated  in  1993.  This  decrease  in  the  rate 
of  growth  may  indicate  the  maturing  of  the 
state's  HMO  market  into  an  environment  where 
it  is  more  difficult  for  HMOs  to  attract  new 
members  into  their  plans. 

Massachusetts'  market  penetration  has 
grown  from  28%  in  1990  to  35%  in  1993, 
cunently  exceeding  every  other  state  in  the 
number  of  its  citizens  enrolled  in  HMOs. 

Premium  Trends 

As  represented  by  the  six  HMOs  studied, 
Massachusetts  showed  improvement  each  year 
from  1991-1994  in  slower  rates  of  HMO 
premium  increases.  Premiums  slowed  from 
mainly  double  digit  increases  in  the  first  two 
years  of  the  1990s  to  single  digit  increases  in 
1994.  The  deceleration  of  premium  growth  in 
Massachusetts  closely  parallels  national 
premium  trends,  but  average  premium  levels  in 
the  state  remain  higher  than  national  averages. 

In  1994,  individual  HMOs  reported  their 
lowest  increases — less  than  6%  in  all  catego- 
ries— for  all  of  the  years  studied.  In  fact,  three 
HMOs  decreased  premiums  to  levels  below 
those  reported  in  1993.  Bay  State  Health  Care's 
1994  large-group  premium  decrease  was  the 
most  unique  as  well  as  the  most  influential  on 
the  average  premium  charge  among  the  six 
HMOs.  As  a  result  of  significant  improvement 
in  its  financial  condition  in  1993,  Bay  State  was 
able  to  lower  its  large-group  premiums  by  10%. 
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Using  the  salaries  and  wages  employment 
cost  index  (ECI)  as  a  proxy  for  consumers' 
disposable  income,  average  annual  premium 
increases  compared  to  changes  in  the  ECI 
indicate  less  affordable  HMO  coverage  each 
year.  However,  if  the  slowing  trend  in  premium 
increases  continues  while  salaries  and  wages 
continue  to  grow  at  their  current  rate,  HMO 
coverage  may  become  more  affordable  in 
coming  years. 

Small-Group  Reforms 

The  six  HMOs  studied  appear  to  be 
constraining  small -group  premiums  in  response 
to  the  Small-Group  Reform  laws  established 
by  Chapter  495  of  the  Acts  of  1991.  While  it  is 
still  too  early  to  assess  completely  the 
effectiveness  of  small-group  reforms, 
preliminary  signs  among  small-group  premiums 
look  encouraging.  Small-group  premium 
increases  for  the  six  HMOs  in  1993  and  1994 
have  moderated,  and  HMOs  have  complied 
with  the  two-to-one  rate  band  established  by 
Chapter  495. 

Factors  Influencing  Premiums 

Several  factors  may  have  influenced  the 
tempering  of  premium  increases  over  the  past 
five  years,  including  pressure  from  employers 
to  moderate  premium  increases,  the  strong 
financial  health  of  most  of  the  HMOs  during 
this  time,  a  maturing  HMO  market,  possible 
improvements  in  HMO  efficiency,  national 
health  care  discussions,  and  national  economic 
forces.  These  most  likely  will  continue  to  influ- 
ence insurance  premiums  in  the  near  future. 


Highlights  of  the 
Findings  of  this  Report 

♦  As  of  September  1993,  over  35%  of  the 
state  population  were  enrolled  in  HMOs — the 
largest  HMO  penetration  of  any  state  in  the  na- 
tion. This  percentage  results  from  the  2.1  mil- 
lion of  six  million  Massachusetts  residents  who 
obtained  their  health  coverage  through  HMOs. 


♦  From  1990  to  1993,  HMO  enrollment  in 
Massachusetts  increased  by  approximately  26%. 
The  increase  in  HMO  enrollment  during  the 
first  three  quarters  of  1993,  however,  indicated 
a  potential  slowdown  in  HMO  growth. 

♦  For  both  Massachusetts  and  the  United 
States,  HMO  premiums  grew  from  1991  through 
1994,  but  the  increases  were  smaller  each  year. 
The  most  recent  premium  increases  for  each  of 
the  six  largest  HMOs  have  slowed  to  single 
digit  percentages  compared  to  increases  mainly 
in  double  digits  in  earlier  years. 

♦  The  1994  average  percentage  change 
in  large-group  family  premiums  for  the  six 
HMOs  is  +2.5%.  Premium  changes  for  small- 
group  family  premiums  averaged  +1.7%  in 
1994.  These  averages  are  weighted  heavily  by 
Bay  State  Health  Care's  substantial  decrease  in 
premiums.  Without  Bay  State,  the  averages  for 
the  five  HMOs  are  +4.0%  for  large-group  and 
+2.5%  for  small-group. 

♦  In  1994,  four  of  the  six  HMOs  increased 
large-group  premiums  for  their  best-selling 
plans  in  the  range  of  4%  to  6%.  Of  the  other  two 
HMOs,  one  virtually  froze  its  premiums  at  the 
prior  year  levels,  while  the  other  decreased  its 
premiums  by  10%. 

♦  Possible  reasons  for  the  overall  mod- 
eration of  HMO  premium  increases  for  both 
the  national  and  Massachusetts  markets  in- 
clude: recent  national  and  local  scrutiny  of 
HMOs,  moderating  health  care  costs  and  lower 
inflation  rates,  strong  financial  health  of  HMOs, 
improved  HMO  efficiency  and  influence  of 
competitive  factors. 

♦  The  1 992  average  prem  ium  of  $438  for 
the  six  largest  HMOs  in  Massachusetts  exceeds 
the  national  average  of  $373  but  is  closer  to  the 
New  England  average  of  $428. 

♦  As  measured  by  the  spread  between 
the  highest  and  lowest  premiums,  the  pre- 
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mium  range  among  four  of  the  six  HMOs 
remained  narrow  throughout  the  period.  The 
closeness  of  premium  levels  shown  by  these 
HMOs  suggests  a  high  degree  of  competition 
among  them. 


♦  All  six  of  the  HMOs  reported  that  their 
small-group  premiums  for  new  accounts  fell 
within  a  two-to-one  (2:1)  rate  band  to  com- 
ply with  the  small-group  reforms  of  Chapter 
495. 
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Preface:  A  Word  About 
the  Rate  Setting  Commission 


Tl  he  Massachusetts  Rate  Setting  Commission 
is  rich  with  information  resources.  Since 
1968,  it  has  served  as  a  repository  of  finan- 
cial data,  annual  reports,  public  testimony, 
health  care  rates,  and  other  information 
pertinent  to  the  delivery  and  payment  of 
health  care. 

Over  the  years,  this  information  was 
collected  and  analyzed  mostly  for  the  pur- 
pose of  setting  rates  for  government  payers. 
However  today,  as  public  and  private  sector 
alike  struggle  with  the  cost  and  availability 
of  health  care,  the  need  for  information  is 
much  broader,  particularly  where  such  knowl- 
edge can  play  a  direct  and  useful  role  in  the 
decision-making  of  those  who  insure,  pur- 
chase, deliver  and  consume  health  care  ser- 
vices. 

This  report  represents  the  continuation 
of  an  ongoing  process — implementing  the 
Commission's  expanded  mission  to  provide 
information,  analytical  tools,  and  data  to  a  new 
and  diverse  audience. 


The  Traditional  Role  of 

the  Rate  Setting  Commission 

The  expressed  mission  of  the  agency  is 
quite  straightforward:  to  promote  for  the  citi- 
zens of  the  Commonwealth  cost  effective 
systems  for  delivering  high  quality,  accessible 


health  care.  Historically,  the  Commission  ful- 
filled this  mission  primarily  as  a  regulatory 
entity,  gaining  experience  on  matters  of  health 
care  and  carrying  out  various  duties  which 
continue  to  play  an  important  role  in  the 
agency's  day-to-day  operation. 

By  statute,  the  Commission's  oversight 
responsibilities  currently  include  establishing 
rates  of  payment  for  health  services  purchased 
by  the  Commonwealth,  Medicaid  rates  for 
long-term  care,  overseeing  the  acute  care 
hospital  reimbursement  system,  and  regulat- 
ing non-acute  care  hospital  charges  and  work- 
ers' compensation  rates. 

As  a  fundamental  component  of  these 
tasks,  the  Commission  gathers,  analyzes — and 
otherwise  makes  available  through  its  exten- 
sive public  records — information  and  data 
collected  for  rate-setting  purposes.  Comple- 
menting these  regulatory  obligations,  the  Com- 
mission also  has  established  a  comprehensive 
health  care  information  program  for  policy- 
makers, providers,  and  purchasers  of  health 
care  in  Massachusetts. 


A  New  Policy  Mandate 
for  Health  Care  Information 

Building  on  the  Commission's  past,  the 
executive  and  legislative  branches  of  state 
government  expanded  the  agency's  mandate 
to  serve  much  broader  issues  of  health  policy. 
Two  events  set  the  agency  on  this  course. 

Collecting  Data 

Initially,  a  section  of  the  Massachusetts 
State  Budget  charged  the  Commission  with 
collecting  data  for  the  purpose  of  identifying 
"statewide  and  regional  trends  in  the  cost, 
availability  and  utilization"  of  health  care. 
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This  legislation  codified  the  authority  of 
the  Rate  Setting  Commission  to  collect  statisti- 
cal data  and  other  useful  information  for  uses 
beyond  the  purpose  of  setting  rates.  The  intent 
of  the  law  is  for  the  Commission  to  capture  in 
its  ongoing  information  studies  a  wide  variety 
of  health  care  sen-ices,  provided  in  a  broad 
array  of  health  care  settings. 

Health  Care  Financing  Act 

The  state's  Health  Care  Financing  Act, 
widely  known  as  Chapter  495,  also  helped 
redefine  the  expanded  information  role  of  the 
Commission. 

This  Act  altered  the  rules  of  reim- 
bursement for  acute  care  hospitals  and  ex- 
plicitly instructed  the  Commission  to  support 
and  evaluate  the  effectiveness  of  these  rules. 

In  place  since  January  1992,  Chapter  495 
embodies  the  state's  commitment  to  competi- 


tion in  health  care,  in  this  case,  as  one  means 
of  efficiently  determining  the  amount  that 
acute  care  hospitals  are  paid.  For  the  purpose 
of  setting  prices  and  allocating  resources, 
Chapter  495  emphasizes  a  reliance  on  the 
marketplace. 

However,  in  order  for  this  or  any  market 
to  function  properly,  purchasers  and  users  of 
health  care  must  have  accurate  information 
on  the  full  range  of  prices,  quality,  supply 
and  availability  of  alternatives. 

Similarly,  providers  of  health  care  are  in 
need  of  information  to  develop  strategies  to 
improve  the  effectiveness  of  the  health  care 
services  they  deliver.  And  to  be  cost  efficient, 
those  same  providers  need  relevant  informa- 
tion on  the  productivity  and  efficiency  of  their 
business  operations. 

Information  is  critical,  for  competition 
alone  will  not  stop  the  upward  spiral  of  prices. 


The  Massachusetts  Rate  Setting  Commission  is  an  administrative  agency  within  the 
Executive  Office  of  Health  and  Human  Services  (EOHHS).  The  agency  is  responsible 
for  each  of  the  following  activities: 

Health  Care  Information 

♦  the  analysis  and  publication  of  health  cost  and  utilization  information 
for  use  by  lawmakers,  state  officials,  providers,  insurers,  consumers 
and  other  interested  parties  in  the  formulation  of  public  policy  and  the 
provision  and  purchase  of  health  care  services. 

Rate-Setting  &  Oversight 

♦  establishing  rates  of  payment  for  health  care  and  long-term  care 
services  purchased  by  the  Commonwealth  of  Massachusetts, 

♦  oversight  of  the  acute  care  hospital  payment  system, 

♦  non-acute  care  hospital  charge  regulation,  and 

♦  workers  compensation  rates. 
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Chapter  495  encourages  competition  among 
hospitals.  However,  the  effectiveness  of  the 
policy  shift  toward  competition  depends  at 
least  in  part  upon  the  availability  of  applicable 
information — information  that  the  Commis- 
sion provides. 

The  Information  Program 

This  publication  is  one  of  a  series  of 
reports  which  the  Commission  is  publishing  as 
part  of  its  health  care  information  program. 
These  reports  primarily  are  aimed  at  users  of 
information  and  address  various  health  policy 
and  market  issues. 

Health  Care  Costs  in  Massachusetts 

Published  in  December  1992,  Health 
Care  Costs  in  Massachusetts  addresses  a  primary 
objective  of  the  Commission's  health  care 
information  program — to  identify  the  forces 
that  are  driving  costs  upward  and  to  assist  in 
the  development  of  strategies  to  reduce  them. 
Toward  this  end,  this  extensive  report  presents 
a  formal  review  of  trends  in  health  care 
spending,  acute  hospital  unit  costs,  and  the 
utilization  of  inpatient  hospital  services. 

Health  Care  Policy  Projects 

The  Commission's  policy  monitoring 
projects  advise  state  government  policy  mak- 
ers of  the  present  health  care  environment, 
and  suggest  where  policy  investigation  or 
action  may  be  appropriate.  Current  monitor- 
ing efforts  are  in  three  areas: 

Health  insurance  premiums  and  enroll- 
ment trends  are  indicators  used  to  measure  the 
cost  of  providing  health  care.  Analysis  of  these 
trends  also  reveals  clues  about  how  to  better 
control  costs. 

The  hospital  market  is  influenced  by  the 
provisions  of  Chapter  495  and  by  national  and 
local  trends.  In  the  current  competitive  envi- 
ronment, the  Commission  is  monitoring  the 
dynamic  changes  that  are  occurring  in  the 


hospital  industry  and  is  assessing  the  effects  of 
these  changes  on  hospital  efficiency,  spending 
by  public  and  private  purchasers  and  the 
financial  health  of  hospitals. 

Access  to  services  continues  to  be  a  policy 
priority  in  the  competitive  marketplace.  Moni- 
toring access  and  measuring  the  changing 
availability  of  services  provides  early  warning 
if  there  are  increasing  barriers  to  quality  care. 

As  part  of  the  project  to  monitor  health 
spending  through  health  insurance  premiums, 
Premium  Trends  for  Six  HMOs  in  Massachu- 
setts looks  at  recent  changes  in  the  cost  of 
HMO  coverage  for  the  six  largest  HMOs  in 
Massachusetts.  Analyses  in  the  other  two  areas 
also  are  underway. 

Health  Care  Market  Projects 

The  Commission's  market  projects  sup- 
ply information  to  help  identify  opportunities 
to  improve  both  the  efficiency  and  effective- 
ness of  the  health  care  system.  The  goal  is  for 
players  to  use  this  information  to  modify  their 
activities  and  effect  positive  change  in  the 
delivery  of  health  care  services. 

Preventable  Hospitalization,  published 
in  January  1994,  is  the  product  of  a  market 
project.  This  report  focuses  on  an  analysis  of 
the  incidence  of  hospitalizations  for  condi- 
tions that  can  be  managed  in  a  primary  care 
setting.  It  introduces  a  valuable  tool  that  health 
care  purchasers  and  providers  can  use  to 
measure  how  effectively  the  health  care  sys- 
tem delivers  care,  to  guide  efforts  to  improve 
the  system  and  to  evaluate  the  success  of  those 
efforts. 

Already,  market  players  are  using  the 
information  on  preventable  hospitalization  to 
improve  the  system  of  cafe  in  several  areas 
across  the  Commonwealth. 

Soon  to  be  released,  another  market  pro- 
ject looking  at  variation  in  hospital  unit  costs 
will  enable  hospitals  to  identify  where  their 
costs  vary  significantly  from  similar  hospitals 
across  the  Commonwealth,  and  will  suggest 
where  opportunities  for  improvement  might 
be  realized. 
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Chapter  1: 

An  Introduction 


of  the  Commonwealth  by  analyzing  changes 
in  health  insurance  premiums  for  private  health 

plans; 


C 


hapter  495  of  the  Acts  of  1991  directed 
the  Massachusetts  Rate  Setting  Commis- 
sion to  monitor  the  cost  of  health  insur- 
ance in  Massachusetts.  The  Commission's 
"Health  Insurance  Monitoring  Project,"  which 
is  designed  to  satisfy  this  mandate,  is  one  of 
several  projects  undertaken  by  the  Commis- 
sion to  monitor  the  state's  health  care  system. 
The  purpose  of  these  projects  is  to  inform 
policy  makers  on  current  trends. 


The  Objectives  of  the 

Health  Insurance  Monitoring  Project 

The  Comm  ission's  Health  Insurance  Moni- 
toring Project  focuses  on  two  main  areas: 

1)  evaluating  changes  in  the  cost  of 
health  insurance,  as  measured  by 
premiums,  and 

2)  identifying  and  monitoring  the  fac- 
tors that  are  driving  increases  in  the 
cost  of  health  insurance. 

For  the  first  area  of  the  project,  informa- 
tion on  health  insurance  premium  trends  will 
be  analyzed  to: 

♦  assess  whether  health  insurance  is 
becoming  more  or  less  affordable  for  citizens 


♦  identify  the  differences  in  cost  of 
managed  care  plans,  indemnity  plans  and  self- 
insured  plans; 

♦  determine  how  the  premium  levels 
and  trends  differ  for  both  small-group  and 
large-group  coverage  under  the  various  plan 

types;  and 

♦  assess  the  impact  of  the  small-group 
reform  provisions  of  Chapter  495  on  small- 
group  premiums. 

The  current  report  analyzes  changes  in 
the  premiums  of  health  maintenance  organi- 
zations (HMOs)  to  address  the  first  part  of  the 
Health  Insurance  Monitoring  Project.1 

The  second  area  of  the  project  will 
examine  the  components  of  health  insurance 
premiums.  The  objective  for  this  analysis  is  to 
investigate  how  premium  dollars  are  expended 
for  various  medical  services  and  non-medical 


In  This  Chapter 

♦  Objectives  of  the  Commission's  insurance  moni- 
toring project 

♦  An  overview  of  the  policy  questions  concerning 
recent  changes  in  the  HMO  market 

♦  How  to  use  the  information  on  HMO  premiums 
presented  in  this  report 
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costs,  in  order  to  identify  the  factors  that  are 
driving  the  increased  cost  of  health  insurance. 


Content  of  This  Report 

Premium  Trends  for  Six  HMOs  in  Massa- 
chusetts provides  information  on  changes  in 
the  cost  of  coverage  under  HMOs  as  measured 
by  HMO  premiums. 

In  this  report  the  Rate  Setting  Commis- 
sion analyzed  premiums  for  the  six  largest 
HMOs  in  Massachusetts:  Bay  State  Health  Care 
(Bay  State),  Fallon  Community  Health  Plan 
(Fallon),  Harvard  Community  Health  Plan 
(HCHP),  HMO  Blue,  Pilgrim  Health  Care  (Pil- 
grim), and  Tufts  Associated  Health  Mainte- 
nance Organization  (Tufts).  As  of  September 
1993,  these  six  HMOs  provided  health  cover- 
age to  more  than  80%  of  the  state's  HMO 
members. 

Also,  in  this  report  we  briefly  discuss 
general  trends  in  managed  care,  describe  the 
current  picture  of  health  care  coverage  in 
Massachusetts  and  present  data  depicting  en- 
rollment trends  among  the  HMOs. 

Policy  Questions  for 
Monitoring  HMO  Premiums 

The  content  of  this  report  is  organized 
around  five  primary  policy  questions  (and 
related  policy  questions)  concerning  changes 
in  the  HMO  market  during  the  period  1990 
through  1994. 

1 )  How  bos  HMO  enrollment 
changed  in  Massachusetts  from  1990 
through  1993? 

What  factors  have  influenced  the  most 
recent  rate  of  HMO  enrollment  growth  in 
Massachusetts?  How  have  the  six  largest  plans 
fared  in  terms  of  growth  in  membership  during 
the  period?  What  are  the  characteristics  of  the 
plans  that  have  experienced  the  largest  growth 
in  membership? 


2)  What  have  been  the  average 
changes  in  HMO  premium  increases  in 
Massachusetts  during  the  early  1990s? 

Does  the  overall  trend  in  HMO  premi- 
ums during  the  past  five  years  suggest  that 
health  insurance  has  become  relatively  more 
affordable  for  citizens  of  the  Commonwealth? 
How  does  the  HMO  premium  trend  for  Mas- 
sachusetts compare  to  that  of  the  U.S.?  What 
factors  have  contributed  to  the  observed  trends? 

3)  How  have  premium  increases 
changed  over  the  period  for  individual 
HMOs  in  the  state? 

How  have  large-group  and  small-group 
premium  increases  changed  for  the  six  HMOs 
during  the  period  studied?  Have  premiums 
slowed  for  each  of  the  six  HMOs  in  recent 
years  compared  to  prior  years? 

4)  How  have  premium  levels  and  the 
range  of  premiums  changed  among  the 
six  HMOs  during  the  period? 

How  do  Massachusetts  premium  levels 
compare  to  those  for  the  nation  and  New 
England?  Has  the  range  of  premium  levels  for 
the  HMOs  grown,  contracted  or  stayed  the 
same? 

5)  How  have  small-group  premiums 
been  affected  by  the  Small-Group 
Reform  provisions  of  Chapter  495? 

How  does  the  average  small-group  pre- 
mium differ  from  the  average  large-group 
premium?  Have  small-group  premiums  been 
constrained  by  the  two-to-one  rate  band  im- 
posed by  Chapter  495?  Which  other  provisions 
of  the  small-group  law  have  most  affected 
premiums? 

How  to  Use 

the  Information  in  this  Report 

The  goal  of  this  report  is  to  enhance 
policy  makers'  understanding  of  how  the  cost 
of  HMO  coverage  has  changed  over  the  past 
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five  years.  Policy  makers  may  use  this  informa- 
tion to  leam  about  the  recent  trends  in  HMO 
premiums  and  the  various  forces  that  have 
shaped  these  trends,  and  to  understand  the 
economic  impact  of  changes  in  the  cost  of 
health  insurance  on  the  citizens  of  the  Com- 
monwealth. 

We  have  presented  much  of  the  data  in 
a  pre-/post-Chapter  495  framework,  using  the 
years  1990  through  1992  as  a  baseline.  Apart 
from  a  brief  analysis  of  the  effect  of  Chapter 
495  on  small-group  premiums,  we  do  not 
suggest  that  the  trends  shown  in  this  report 
result  from  statutory  changes  (only  the  Small- 
Group  Reform  language  of  Chapter  495  di- 
rectly affected  HMOs).  No  attempt  is  made  in 
this  study  to  isolate  any  other  effects  of  Chapter 
495  on  the  premium  trends  shown. 

Although  we  have  presented  a  number 
of  possible  explanations  for  the  observed 
changes  in  HMO  premiums  and  enrollment, 
we  did  not  have  sufficient  empirical  evidence 
to  prove  that  one  explanation  was  more  cor- 
rect than  another.  The  interpretations  were 
based  on  conversations  with  knowledgeable 
individuals  including,  among  others,  repre- 
sentatives of  the  HMO  and  insurance  indus- 
tries. 

Lastly,  the  report  does  not  assess  the 
relative  performance  of  individual  HMOs,  nor 
does  it  provide  sufficient  information  for  use 
by  employers  or  consumers  to  make  purchas- 
ing decisions  among  the  plans.  Most  HMOs 
offer  a  number  of  different  plans,  each  with 
different  premiums.  We  track  only  the  premi- 
ums for  the  best-selling  plan  for  just  the  six 
largest  HMOs  in  the  state.  We  do  not  track 
every  plan  for  every  HMO,  because  the  pur- 
pose of  this  report  is  not  the  development  of 
an  HMO  price  guide. 


Data  Caveats 

The  HMO  premium  data  used  in  this 
report  are  the  premiums  filed  with  the  Division 
of  Insurance  (DOI),  and  do  not  represent  the 


actual  premiums  that  all  employers  and  con- 
sumers pay.  The  filed  premiums  represent  the 
average  community  rates  for  each  plan  and 
should  reflect,  on  average,  the  general  pre- 
mium trends  that  have  actually  occurred  in  the 
past  five  years. 

However,  it  should  be  noted  that  the 
premium  paid  by  a  particular  employer  may 
differ  from  the  rate  in  the  DOI  filing  depending 
on  the  demographics  of  the  members,  the  size 
of  the  business,  the  type  of  rate  methodology 
and  rate  adjustments  used  by  the  HMO,  and, 
for  larger  groups,  negotiated  rates  that  may  be 
ananged.  These  specific  issues  concerning 
premium  variations  are  discussed  in  Appendix 
A:  Data  Sources,  Methods  and  Data  Limita- 
tions. 

Are  These  Six  HMOs 

Likely  to  Reflect  Overall  Trends? 

This  study  is  somewhat  limited  by  its 
focus  on  the  best-selling  plans  of  only  six  of  the 
twenty  HMOs  that  have  members  in  Massa- 
chusetts. Nevertheless,  because  these  six  HMOs 
make  up  more  than  80%  of  the  total  HMO 
market  in  the  state,  their  premium  changes 
should  generally  reflect  the  overall  trends  that 
most  employers  and  consumers  in  the  Com- 
monwealth are  experiencing.  Because  data  on 
the  number  of  enrol  lees  in  each  of  the  six  best- 
selling  plans  was  not  available,  the  percentage 
of  the  HMO  members  in  the  state  who  are 
enrolled  in  only  the  best-selling  plans  is  not 
known. 

Unique  Issues  Among  the  HMOs 

Of  the  HMOs  reviewed  in  this  report,  two 
of  them — HMO  Blue  and  Bay  State  Health 
Care — experienced  significant  structural 
changes  during  the  period  studied. 

HMO  Blue.  In  1990,  Blue  Cross  Blue 
Shield  of  Massachusetts  (Blue  Cross)  owned 
six  HMOs  throughout  the  state:  Medical  East 
Community  Health  Plan,  Medical  West  Com- 
munity Health  Plan,  North  Shore  Health  Plan, 
Lahey  Clinic  Health  Maintenance  Plan, 
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Montachusetr  Health  Plan  and  Berkshire  Health 
Plan.  They  consolidated  in  stages,  starting  in 
January  1992,  and  completed  the  transition  to 
the  current  structure  of  HMO  Blue  by  the  end 
of  1992. 

After  the  consolidation,  the  largest  plan 
of  HMO  Blue  was  their  northeast/Boston  plan, 
consisting  approximately  of  the  former  Lahey, 
North  Shore  and  Medical  East  plan  popula- 
tions (Medical  East  drew  most  of  its  members 
from  South  Boston).  For  the  purposes  of  analy- 
zing trends  in  enrollment,  the  1990  enrollment 
figures  for  these  six  plans  were  combined 
under  "Blue  Cross  HMOs"  in  Exhibit  2.2  (see 
page  8)  and  Exhibit  2.4  (see  page  11). 

Bav  State  Health  Care.  Bay  State  was  pur- 
chased by  Blue  Cross  Blue  Shield  of  Massachu- 
setts in  October  of  1992  while  it  was  in  the 
midst  of  serious  financial  troubles.  The  finan- 
cial difficulties  faced  by  Bay  State  contributed 
to  its  unusually  high  premium  increase  in  1993 
and  premium  decrease  in  1994. 

After  the  takeover  by  Blue  Cross,  signifi- 
cant changes  to  the  plan's  benefit  package, 
utilization  management  strategies  and  pro- 
vider network  were  instituted,  having  an  effect 
on  premiums  as  well  as  enrollment.  Because 
Bay  State's  financial  difficulties  and  plan  modi- 
fications had  a  great  impact  on  their  premiums 
during  this  period,  the  Commission  addresses 
Bay  State's  data  as  an  anomaly  in  various 
sections  of  the  report. 

For  example,  we  calculate  average  pre- 
mium increases  with  and  without  Bay  State. 


The  Cost/Quality  Challenge 

The  Massachusetts  Healthcare  Purchaser 
Group  (MHPG)  analyzed  somewhat  similar 
premium  data  for  its  report,  The  Cost/Quality 
Challenge  (March  1994). 

The  MHPG  challenged  HMOs  to  restrict 
1994  premium  increases  to  6.4%.  In  addition  to 
presenting  premium  data  obtained  from  the 
Division  of  Insurance,  the  MHPG  study  uti- 
lized actual  HMO  premium  data  for  1993  and 
1994  collected  from  23  of  the  MHPG  employ- 
ers. Although  the  report  focused  on  the  num- 
ber of  plans  that  met  the  cost  challenge,  the 
results  of  the  analysis  also  included  an  average 
premium  increase  of  3.2%  based  on  actual 
premiums. 

The  MHPG  figure  differs  from  the 
Commission's  2.5%  average  increase  for  large- 
group  family  premiums  by  the  number  of 
plans  included  and  by  the  method  of  calculat- 
ing the  average.  The  MHPG's  figure  was  an 
unweighted  average  based  on  90  family  and 
individual  premiums.  The  Commission's  aver- 
age was  weighted  by  enrollment  to  reflect  the 
average  premium  increase  per  family  contract 
and  was  based  on  the  premiums  for  the  six 
HMOs'  best-selling  plans. 

Other  Data  Notes 

Readers  also  should  note  the  description 
of  data  sources  and  methods  in  the  Appendix 
as  well  as  specific  explanations  of  calculations 
and  specific  data  issues  at  the  end  of  various 
sections  in  the  report. 


Endnote  for  Chapter  1 

'We  use  the  terms  "insurer,"  "carrier"  and  "health  plan"  interchangeably  in  this  report  to  include  all  types  of 
private  health  coverage.  Although  there  is  a  technical  distinction  between  indemnity  insurance  premiums  and 
HMO  premiums,  both  represent  a  measure  of  the  cost  of  health  care.  Therefore,  for  the  purposes  of  this  project 
we  treat  them  equivalently. 
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Chapter  2: 
HMO  Enrollment 


Managed  care  originated  more  than 
fifty  years  ago  as  an  alternative  to  tra- 
ditional indemnity  health  insurance, 
combining  the  financing  and  delivery  of 
health  care  through  pre-paid  health  plans. 

Managed  care  providers,  with  their  em- 
phasis on  primary  and  preventive  care,  their 
use  of  physicians  as  "gate  keepers"  to  direct 
patients  to  the  most  appropriate  treatment 
settings,  and  their  risk-sharing  arrangements 
with  providers,  were  promoted  by  the  federal 
government  as  a  potential  solution  to  con- 
tain spiral ing  health  care  costs  in  the  1970s. 
Financial  and  other  start-up  incentives  initi- 
ated by  the  federal  government  over  two 
decades  ago  helped  health  maintenance  orga- 
nizations gain  a  strong  foothold  in  the  nation's 
health  care  industry. 


primary  care  physicians  as  gate  keepers  and  a 
defined  network  of  providers,  while  allowing 
patients  to  receive  care  outside  the  network. 

HMOs'  tighter  management  structure 
(especially  those  of  staff  and  group  model 
HMOs — see  page  10)  may  make  them  more 
likely  than  other  types  of  plans  to  attain  their 
goals  in  the  long  term.1  Nevertheless,  HMOs 
likely  differ  from  one  another  in  their  ability  to 
manage  care,  while  other  types  of  plans  may 
currently  surpass  some  HMOs  in  achieving 
quality  enhancements  and  cost  reductions. 

Trends  in  Managed  Care 

During  the  past  several  years,  managed 
care  has  changed  its  focus  from  simply  con- 
trolling costs  to  that  of  genuinely  managing 
care.  While  early  managed  care  plans  com- 
monly employed  features  intended  to  reduce 
inpatient  utilization,  current  approaches  in- 
clude tools  to  manage  outpatient  services  and 
improve  overall  quality. 

Plans  use  quality  improvement  features 
like  practice  guidelines,  staff  performance  eval- 


Types  of  Managed  Care  Plans 


Along  the  spectrum  of  managed  health 
insurance  products,  HMOs  and  managed  fee- 
for-service  plans  represent  the  most  tightly  and 
loosely  structured  arrangements,  respectively. 
Plans  that  lie  somewhere  in  the  middle  of  the 
spectrum  include  point-of-service  (POS)  plans 
and  preferred  provider  organizations  (PPOs). 

PPOs  and  POS  plans  impose  less  struc- 
ture than  HMOs  but  more  structure  than  in- 
demnity insurers  by  maintaining  the  use  of 


In  This  Chapter 

♦  Massachusetts  trends  in  managed  care  and  HMO 
market  share 

♦  A  look  at  the  recent  growth  in  HMO  enrollment 
statewide  and  for  individual  plans 

♦  Characteristics  of  plans  experiencing  the  largest 
increase  in  membership 
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uation,  case  management,  quality  indicators 
(e.g. ,  outcomes  and  patient  satisfaction),  health 
promotion  and  education.  Increased  use  of 
integrated  networks  is  another  trend  among 
managed  care  organizations.  This  is  seen  as  a 
way  to  manage  a  broader  spectrum  of  mem- 
bers' health  care  by  purchasing  fewer  services 
from  unmanaged,  out-of-network  providers. 

Although  HMOs  have  a  strong  presence 
here,  they  have  lagged  behind  HMOs  in  other 
states,  such  as  California  and  Minnesota,  in 
their  use  of  sophisticated  provider  payment 
schemes  and  the  development  of  vertically 
integrated  networks.  Massachusetts  HMOs  are 
just  beginning  to  use  these  features. 

Market  Share:  HMOs  vs. 

Other  Coverage  in  Massachusetts 

The  distribution  of  different  types  of 
health  care  coverage  among  the  Massachu- 
setts population  has  changed  significantly  in 
the  past  decade.  The  percentage  of  the  popu- 


lation in  managed  care  organizations  has 
increased,  while  the  percentage  in  traditional 
fee-for-service  plans  has  declined.  Although 
other  managed  care  organizations  have  gained 
popularity  over  the  years,  HMOs  dominate  the 
managed  care  market  in  the  Commonwealth. 
There  are  fewer  pure  indemnity  plans  offering 
coverage  in  the  state;  most  indemnity-type 
plans  include  some  managed  care  features 
such  as  utilization  management  techniques. 

The  pie  chart  below  (Exhibit  2.1)  por- 
trays the  different  ways  in  which  Massachu- 
setts citizens  are  covered  (or  not  covered)  for 
health  care  and  indicates  the  portion  of  the 
state's  population  covered  through  HMO  plans. 

HMO  Enrollment  Growth 

How  bos  HMO  enrollment  changed  in 
Massachusetts  from  1990  to  1993? 

♦    As  of  September  1993,  over  35%  of 
the  Massachusetts  population  were  enrolled  in 


Hearth  Care  Coverage  in  Massachusetts  in  1993 


Exhibit  2.1 

3a-a  Sources  SepteT**-  '993  HMO  Quartery  Statements.  Mass  Division  of  Insurance 

No-e   1Mb  wNW  is  based  on  HMO  enrolment  data  ony  The  figure  of  65%  for  non-HMO  coverage  is  residual  of  100%  (Mass  population)  less  35% 
(HMO  ma'xe*  sna'e  rounded) 
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HMOs.  The  increase  in  HMO  enrollment  dur- 
ing the  first  three  quarters  of  1993  indicated  a 
potential  slowdown  in  growth. 

♦  HMO  enrollment  in  Massachusetts 
increased  by  approximately  26%. 

♦  Three  of  the  six  HMOs  studied  each 
increased  their  enrollment  by  more  than  70% 
during  the  period. 

Overall  HMO  Growth 

HMO  enrollment  in  Massachusetts  grew 
throughout  the  period  1990  through  Septem- 
ber 1993,  increasing  by  26%  overall  (Exhibit 
2.3,  page  9).  HMOs  experienced  membership 
gains  of  8.0%  and  13.8%  for  1991  and  1992 
respectively,  but  a  comparatively  smaller 
gain  of  2.2%  during  the  first  three  quarters  of 
1993.  Final  full  year  1993  enrollment  growth 
will  most  likely  be  modest  compared  to  the 
gain  in  1992  (Exhibit  2.2,  page  8).  This  small 
overall  gain  in  enrollment  resulted  from  Bay 
State's  loss  of  approximately  74,000  members 
and  lower  enrollment  gains  for  many  of  the 
other  HMOs  during  the  first  three  quarters  in 
1993. 

Less  than  one  sixth  of  the  total  popula- 
tion in  the  U.S.  were  covered  by  HMOs  in  1992 
compared  to  more  than  one  third  of  the 
population  in  Massachusetts.  In  1992,  Massa- 
chusetts surpassed  California  as  the  state  with 
the  largest  HMO  membership  as  a  percent  of 
total  population.2 

What  factors  have  influenced  the  most 
recent  rate  of  HMO  enrollment  growth  in 
Massachusetts? 

The  slight  slowdown  in  HMO  enrollment 
growth  during  1993  may  indicate  in  part  a 
maturing  of  the  HMO  market  in  Massachusetts 
as  well  as  an  effect  of  the  state's  economy. 
With  one  third  of  the  population  already 
enrolled  in  HMOs,  it  may  be  increasingly 
difficult  for  HMOs  to  attract  new  members.  At 
the  same  time,  higher  disenrollment  may  have 


occurred  recently  due  to  continued  flux  in  the 
job  market  among  other  possible  factors. 

Marketing  decisions  suggest  that  enroll- 
ment growth  may  be  leveling  off  due  to  a 
saturation  of  the  HMOs'  primary  market  areas. 
HMOs'  market  expansion  in  recent  years  is  a 
strong  indicator  that  HMOs  may  perceive  that 
their  original  primary  markets  have  become 
saturated. 

For  example,  Pilgrim  Health  Care,  from 
its  base  south  of  Boston,  has  expanded  its 
services  significantly  over  the  past  few  years, 
cunently  offering  coverage  as  far  away  as 
Lowell.  This  year,  Pilgrim  announced  that  it 
would  begin  offering  coverage  in  the  Worces- 
ter area.  Tufts  similarly  expanded  from  a  base 
west  of  Boston  through  metropolitan  Boston 
into  surrounding  areas,  particularly  north  and 
west  of  the  city.  They  also  recently  began  to 
offer  coverage  in  the  Worcester  area. 

HCHP  has  expanded  over  the  years  to 
cover  much  of  the  state  and  beyond,  including 
health  centers  and  medical  groups  in  Massa- 
chusetts, New  Hampshire  and  Rhode  Island. 
Similarly,  as  noted  earlier,  the  consolidation  of 
the  Blue  Cross  Blue  Shield  of  Massachusetts 
HMOs,  beginning  in  1991,  resulted  in  a  single 
plan — HMO  Blue — being  offered  throughout 
the  state  in  1993.  Even  Fallon,  which  previ- 
ously had  concentrated  on  its  core  market  in 
central  Massachusetts,  began  recently  to  look 
outside  the  Worcester  area  to  offer  coverage. 

The  Six  Largest  Plans 

How  have  the  six  largest  plans  fared  in 
terms  of  growth  in  membership  between  1990 
and  1993? 

HMO  Blue,  Tufts  and  Pilgrim  showed  the 
most  dramatic  increases  in  enrollment  during 
the  first  four  years  of  the  1990s:  89%,  79% 
and  71%,  respectively.  Fallon  grew  by  28%  and 
HCHP  by  7%,  while  Bay  State  lost  45%  of 
its  members  during  this  period.  HCHP  still 
maintains  its  number  one  position  in  total 
enrollment.  (See  Exhibit  2.3,  page  9.) 
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Massachusetts  HMO  Enrollment 

As  a  Percentage  of  Total  Population 


1993 


1992 


1991 


1990 


2  3  4  5 

Number  of  Persons  (in  Millions) 


MA  Population 


MA  HMO  Enrollment 


Year 


HMO  Members         Increase  in      Massachusetts  HMO 
In  Massachusetts      HMO  Members      Population  Penetration* 


1993 
1992 
1991 
1990 


2,115,690 
2,069,384 
1,818,568 
1,683,765 


2.2% 
13.8% 
8.0% 
n/a 


6,012,000 
5,993,000 
5,995,000 
6,016,000 


35.2% 
34.5% 
30.3% 
28.0% 


Exhibit  2.2 

Da-a  Source  Mass  Drvi&on  of  insurance.  U  S  Bureau  of  the  Census 

No:e  '  HMO  •penetration'  =  HMO  membership  dMOeO  by  total  state  population 
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HMO  Enrollment:  1990-1993 


HMO 

Enrollment 
1990 

Enrollment 
1993 

Percentage 
Change 

Market 
Share 
1990 

Market 
Share 
1993 

Bay  State* 

337,341 

184,328 

-45% 

20% 

9% 

BCBS  HMOs/HMO  Blue* 

223,674 

423,361 

89% 

13% 

20% 

Central  Mass. 

97,027 

82,671 

-15% 

6% 

4% 

CIGNA 

19,268 

32,514 

69% 

1% 

2% 

Community 

19,215 

32,429 

69% 

1% 

2% 

Fallon* 

128,291 

164,408 

28% 

8% 

8% 

HCHP* 

420,767 

449,026 

7% 

25% 

21% 

HCHPof  N.E. 

21,990 

30,001 

36% 

1% 

1% 

Health  N.E. 

32,534 

44,409 

37% 

2% 

2% 

Health  Source  N.H. 

245 

2,948 

1,103% 

<1% 

<1% 

HMO  R.I. 

753 

862 

14% 

<1% 

<1% 

Kaiser 

37,117 

39,521 

6% 

2% 

2% 

Matthew  Thornton 

1,670 

2,510 

50% 

<1% 

<1% 

MetLife 

2,370 

1,826 

-23% 

<1% 

1% 

NeignDornooci 

16  706 

41  305 

1 47% 

<1% 

2% 

Unitpd  Health  of  N  E 

8,234 

25,039 

204% 

<1% 

1% 

Pilgrim* 

162,910 

279,188 

71% 

10% 

13% 

Prucare 

0 

338 

0% 

<1% 

Tufts* 

130,718 

233,589 

79% 

8% 

11% 

U.S.  Healthcare 

22,199 

45,117 

103% 

1% 

2% 

Total 

1,638,038 

2,115,690 

26% 

Exhibit  2.3 

Data  Source  Mass  DMsion  of  Insurance.  HMO  Quarterly  Statements  December  31 .  1  990  &  September  30.  1 993 
Note  Bue  C'oss  a.e  S^ed  HMOs  include  Berxshire.  Lahey.  Medea'  East  &  Medical  West.  Montachusett  &  North  Shore  health  plans 
•  nd,ca:es  the  sx  HMOs  studied  Point  of  Servce  enroiiees  excluded 
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Bay  Slate's  significant  drop  in  membership  resulted  from  unique  circumstances  which 
first  became  known  in  1991  when  the  plan's  financial  difficulties  were  disclosed. 

The  Bay  State  Plan  was  placed  under  special  examination  by  the  state's  Division  of 
Insurance  and  subsequently  was  acquired  by  Blue  Cross  Blue  Shield  of  Massachusetts 
through  a  merger  in  October  1992. 

Due  to  the  uncertainty  surrounding  the  plan,  changes  in  benefits  and  network  providers, 
and  rate  increases  required  to  stabilize  the  plan,  Bay  State's  enrollment  decreased  by 
almost  half  its  members  in  1992  and  1993. 


Of  the  state's  largest  HMOs,  HMO  Blue, 
the  consolidation  of  six  HMOs  owned  by  Blue 
Cross,  grew  the  fastest  during  the  period.  Its 
market  share  increased  from  13%  prior  to  the 
consolidation  to  20%  three  years  later  (see 
Exhibit  2.4,  page  11). 


Are  there  common  characteristics  among 
the  plans  that  have  experienced  the  largest 
growth  in  membership? 

The  greatest  increases  in  enrollment  in 
numbers  and  percentages  during  the  period 


HMO  operational  structures  include  staff  model,  group  practice  model  and  independent 
practice  association  (IPA)  model. 

Staff  model  HMOs  employ  individual  physicians  directly  at  a  health  center  where 
medical  records,  equipment,  and  professional,  technical  and  administrative  staff  of  the 
HMO  are  shared. 

Group  model  HMOs  differ  from  staff  models  in  that  the  doctors  are  already  part  of  an 
established  group  practice  which  contracts  with  the  HMO. 

IPA  model  HMOs  contract  directly  with  independent  physicians  or  operate  through 
a  formal  association  of  physicians  who  deliver  health  services  for  the  members  of  the 
HMO  at  the  doctors'  own  offices  or  health  care  facilities. 
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HMO  Market  Share 

1990  versus  1993 


Bay  State 


BCBS 
HMOs 


HCHP 


Other 


Pilgrim 


Tufts  Fallon 

1990  Enrollment 

N  =  1,638,038  members 


HMO  Blue 


Pilgrim 


HCHP 


Tufts 


Other 


Bay  State  Fa||on 

1993  Enrollment 

N  =  2,115,690  members 


Exhibit  2.4 

Data  Sources  Decer-oe'  1  990  HMO  Quarterly  Statements.  Mass  Division  of  Insurance,  September  1993  HMO  Quarterly  Statements,  Mass  Divi&on 
o'  insurance 


Exhibits  2.4  above  shows  the  portion  of  the  HMO  market  controlled  by  each  of  the  state's  six 
largest  HMOs  in  1990  and  1993.  The  six  HMOs  that  had  the  largest  market  shares  In  1993  were 
essentially  the  same  HMOs  that  were  the  largest  In  1990. 
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Total  membership  (enrollment)  figures  were  obtained  for  each  of  the  twenty  HMOs 
doing  business  in  Massachusetts.  The  sources  for  the  enrollment  data  were  the  HMOs' 
quarterly  statements  submitted  to  the  Massachusetts  Division  of  Insurance  for  the 
periods  ending  12/31  for  1990  through  1992  and  the  period  ending  9/30  for  1993. 

HMO  quarterly  statements  are  unaudited  filings  that  contain  membership,  utilization 
and  financial  data.  These  statements  are  used  by  the  Division  of  Insurance  to  a  limited 
degree  to  monitor  HMOs'  financial  viability. 

Plan  enrollees  include  subscribers  and  their  dependents.  These  figures  exclude  out-of- 
state  members  and  point-of-service  plan  members  (point-of-service  plans  are  less  tightly 
structured  compared  to  HMOs  and  are  considered  a  separate  types  of  managed  care 
plan  for  the  purpose  of  this  report). 


were  experienced  by  HMO  Blue,  Tufts  and 
Pilgrim.  All  three  of  these  HMOs  have  inde- 
pendent practice  association  (IPA)  compo- 
nents in  their  operational  structures.  IPAs  have 
the  advantage  of  lower  capital  requirements 
than  the  other  HMO  types  which  may  allow 
them  to  increase  membership  more  rapidly. 

Tufts,  Pilgrim  and  Bay  State  Health  Care 
are  independent  practice  association  HMOs, 


while  HMO  Blue  is  a  mixed  model  HMO  that 
includes  components  of  staff,  group  and  IPA 
models.  Fallon  is  primarily  a  group  model 
HMO;  HCHP  incorporates  both  staff  and  group 
model  components. 

Other  factors  related  to  enrollment  growth 
include  the  expansion  of  the  HMO's  provider 
network,  marketing  strategies,  benefits  cov- 
ered and  premium  levels. 


Endnotes  for  Chapter  2 

'  Vogel,  David  E.  and  Merrel,  Marion,  Family  Physicians  and  Managed  Care.  Chapter  2,  p.7  and  p.12.  Dow,  1993- 

2  According  to  1992  data  from  the  Group  Health  Association  of  America  (GHAA),  HMO  enrollment  as  a 
percentage  of  totaJ  population  was  33-4%  in  Massachusetts,  33  2%  in  California;  and  16.1%  in  the  U.S. 
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Chapter  3: 
HMO  Premiums 


This  chapter  looks  at  the  issue  of  HMO 
premiums.  The  chapter  is  organized 
into  four  main  sections: 

A .  Percentage  Changes  in  Prem  iums: 
Massachusetts  Average  Trend; 

B.  Percentage  Changes  in  Premiums: 
The  Six  Largest  Plans; 

C.  Premium  Levels;  and 

D.  Small-Group  Premiums. 

A.  Percentage  Changes  In  Premiums: 
Massachusetts  Average  Trend 

Based  on  premium  data  for  the  six  largest 
HMOs  in  Massachusetts,  average  increases  in 
monthly  large-group  family  premiums  exhib- 
ited a  slight  moderation  through  1993  but  a 
dramatic  deceleration  in  1994  (see  Exhibit  3.1, 
page  15). 

Because  the  averages  are  weighted  by 
enrollment,  Bay  State  Health  Care's  financial 
difficulties  and  pricing  had  a  significant  effect 
on  the  figures  for  1993  and  1994.  The  averages 
that  include  Bay  State,  however,  give  a  sense 
of  the  average  premium  increases  per  family 
contract  that  employers  and  consumers  expe- 
rienced during  this  period. 


If  Bay  State's  recent  pricing  was  a  one- 
time correction,  analyzing  the  HMO  premium 
data  without  Bay  State  may  be  more  sugges- 
tive of  a  trend.  Because  Bay  State's  financial 
circumstances  during  the  1990s  were  not 
typical  of  the  other  HMOs  studied,  a  more 
representative  picture  of  the  trends  in  annual 
premium  increases  is  demonstrated  when  Bay 
State  is  excluded  from  the  average. 

Without  Bay  State,  averages  for  the  five 
HMOs'  premium  changes  were  +7.7%  in  1993 
and  +4.0%  in  1994  (see  Exhibit  3.2,  page  15). 


How  does  the  HMO  premium  trend 
for  Massachusetts  compare  to  the  U.S.? 

When  Bay  State's  data  are  excluded  from 
the  average,  the  rates  of  increase  closely 
parallel  the  consistent  annual  slowing  of  U.S. 
premium  increases  (Exhibit  3.2,  page  15). 

Without  Bay  State,  Massachusetts  HMOs 
each  year  show  lower  premium  increases  than 
the  average  HMO  in  the  U.S.  However,  the 
state's  apparent  edge  in  slowing  the  growth  of 


In  This  Chapter 

♦  HMO  Premium  trends  in  Massachusetts 

♦  Premium  levels  and  the  range  of  premiums  offered 
in  Massachusetts 

♦  A  look  at  small  group  premiums  and  the  impact  of 
Chapter  495 


Comparability 
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■1 

What  have  been  the  average  changes  in  HMO  premium  increases  in 
Massachusetts  during  the  ear  by  1990s? 

•  For  both  Massachusetts  and  the  United  States,  HMO  premiums  grew  from  1991 
through  1994,  but  the  increases  grew  smaller  each  year. 

•In  1994,  the  average  percentage  change  in  large-group  family  premiums  of 
+2.5%  for  the  six  HMOs  was  the  lowest  premium  increase  of  any  year  during  the  five 
year  period. 

•Excluding  Bay  State's  unusual  premium  decrease,  the  average  percentage 

change  in  large-group  family  premiums  in  1994  was  +4.0%. 


premiums  diminishes  when  the  effect  of  infla-  base  in  terms  of  premium  levels,  the  percent- 
tion  is  taken  into  account.1  Further,  because  age  increases  for  HMOs  in  Massachusetts 
HMOs  in  Massachusetts  start  from  a  higher       result  in  larger  dollar  increases. 


For  the  purpose  of  setting  premiums,  HMOs  and  other  insurers  distinguish 
between  small  groups  and  large  groups  of  employees  or  subscribers. 

Prior  to  Chapter  495: 

HMOs  and  other  insurers  established  their  own  definitions  for  large-  and  small- 
group  categories.  HMOs  often  defined  small-group  as  a  group  of  less  than  50 
employees  or  less  than  25  employees,  and  large-group  as  a  group  of  greater  than  25 
employees  or  greater  than  50  employees. 

After  Chapter  495: 

Starting  in  April  1992,  implementation  of  the  law  defined  small-group  as  a  group 
of  twenty-five  or  fewer  employees.  Nothing  prevents  carriers  from  establishing  a 
small-group  size  of  more  than  twenty-five  employees,  but  most  carriers  have  adopted 
the  definition  from  Chapter  495.  Of  the  six  HMOs  studied,  Fallon  is  the  only  HMO 
that  did  not  adopt  the  Chapter  495  definition.  Fallon  defines  small-group  as  less  than 
50  employees  and  large-group  as  50  or  more  employees. 
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Weighted  Average  HMO  Premium  Increases  per  Member 

Massachusetts  versus  U.S. 


12% 


Mass.  U.S. 

Exhibit  3.1 

Data  Sources  S/ass  Div&on  o'  insurance  Rate  Filings.  Group  Health  Association  of  America 


I  "91  -'92 
l*92-'93 


Weighted  Average  HMO  Premium  Increases  per  Member 

Massachusetts  versus  U.S.  ,  Excluding  Bay  State 
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Mass.  U.S. 
Exhibit  3.2 

Data  Sources  Mas6  Divi&on  of  insurance  Rate  Filings.  Group  Health  Association  of  America 
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Affordabilrty 

Does  the  overall  trend  in  HMO 
premiums  during  the  past  five  years 
show  that  HMO  coverage  has  become 
relatively  more  affordable  for  citizens 
of  the  Commonwealth? 

To  estimate  whether  HMO  coverage  has 
become  more  affordable  in  Massachusetts,  we 
measured  the  percentage  change  in  premiums 
against  the  percentage  change  in  consumers' 
disposable  income.  Changes  in  the  New  En- 
gland employment  cost  index  (ECI)  for  salaries 
and  wages  generally  should  reflect  changes  in 
consumers'  disposable  income.  As  shown  in 
Exhibit  3.3  (below),  average  premium  in- 


creases have  been  higher  than  increases  in  the 
ECI  each  year  since  1991. 

While  HMO  premium  increases  slowed 
between  1991  and  1994,  changes  in  the  New 
England  ECI  remained  relatively  stable  at 
about  +3%  to  +4%  per  year  (see  Exhibit  3-3 
below).  Because  premium  increases  were 
higher  than  increases  in  the  ECI,  this  indicates 
that  in  each  subsequent  year  HMO  coverage 
became  less  affordable  for  consumers.  Only  if 
HMO  premium  increases  fall  below  increases 
in  income  may  we  see  more  affordable  HMO 
coverage  in  coming  years. 

While  premium  increases  have  slowed 
during  the  period,  the  rate  of  inflation,  as 
measured  by  the  Boston  area  consumer  price 
index  for  all  consumers-urban  (CPI-U),  has 


1991  1992  1993  1994 

Exhibit  3.3 

Data  Sources  DR/VcGraw  HI  HeaHn  Care  Costs.  U  S  Dollars 

Note  EC'  is  !^e  e^orj/ment  cos:  index  of  wages  ana  salaries  for  professional  workers  CR-U  is  the  consumer  price  index — all  urban  consumers 
1094  Quare*  "  EC1  is  a  fo^ecastec  rate 
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slowed  overall  since  1991.  CPI-U  inflation  for 
1994  is  forecasted  at  about  1%,  remaining 
lower  than  the  1994  HMO  premium  increase. 
However,  the  gap  between  the  changes  in  the 
CPI-U  index  and  premium  increases  has  less- 
ened since  1990  (Exhibit  3.3,  page  16). 

Potential  Reasons  for 
Slower  Premium  Growth 

What  factors  have  contributed  to  the 
observed  trend? 

Possible  reasons  for  the  overall  modera- 
tion of  HMO  premium  increases  for  both  the 
national  and  Massachusetts  markets  include: 

♦  the  recent  national  and  local 
scrutiny  of  HMOs, 

♦  moderating  health  care  costs 
and  lower  inflation  rates, 

♦  strong  financial  health  of  HMOs, 

♦  the  effect  of  the  six-year  cycle  of 
premium  increases, 

♦  improved  HMO  efficiency  and 

♦  the  influence  of  competitive  fac- 
tors in  Massachusetts. 


State  and  National  Pressures 

Because  HMO  premiums  continued  to 
increase  as  HMOs  became  a  more  important 
and  dominant  force  in  the  Massachusetts  health 
care  market,  the  state's  employers  have  grown 
more  concerned  with  HMO  performance. 

For  example,  the  Massachusetts 
Healthcare  Purchaser  Group,  through  its 
cost/quality  challenge  provided  an  impetus 
for  Massachusetts  HMOs  to  keep  premium 
increases  to  no  more  than  6.4  percent 
in  1994. 


At  the  national  level,  health  care  reform 
plans  involving  some  form  of  managed  com- 
petition have  led  to  increased  scrutiny  of 
HMOs.  In  anticipation  for  national  health 
care  reform,  HMOs  may  be  slowing  their 
premium  increases  for  potential  gains  in  mar- 
ket share. 

Slower  Growth  of 

Health  Care  Costs,  Inflation 

Nationally  and  locally,  increases  in  health 
care  costs  have  slowed.  In  Massachusetts, 
hospital  costs  have  moderated,  and  HMOs' 
inpatient  utilization  has  decreased  dramati- 
cally in  the  past  several  years.  Lower  rates  of 
inflation  have  also  had  some  impact  on  pre- 
mium increases  both  locally  and  nationally. 

Financial  Performance 

Continued  financial  stability  and  accu- 
mulation of  reserves  from  past  years  will 
allow  an  HMO  flexibility  to  set  lower  premi- 
ums. 

With  a  financial  cushion  and  efficient 
management  of  health  care,  an  HMO  may  be 
willing  to  reduce  its  premium  revenue  by 
offering  lower  premium  levels  and  be  willing 
to  accept  operating  losses  or  reduced  net 
income  in  return  for  new  accounts  and  in- 
creased market  share. 

Most  Massachusetts  HMOs  experienced 
positive  net  incomes  during  the  past  four 
years,  which  likely  contributed  to  the  decel- 
eration of  recent  premium  increases.2 

The  Six-Year  Cycle  of  Insurance 

Related  to  HMOs'  financial  performance 
is  the  position  of  insurers  in  the  six-year  cycle 
of  premium  increases.  Health  insurance  pre- 
miums have  been  shown  to  increase  at  an 
accelerating  rate  for  about  three  years  and  then 
at  a  slower  rate  for  the  next  three  years.3 

Although  there  have  been  no  studies  to 
date  on  whether  such  a  cycle  exists  in  the 
HMO  industry,  it  is  informally  accepted  by 
some  experts  that  HMOs  experience  a  similar 
pricing  cycle. 
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From  1990  through  1993,  both  insurers 
and  HMOs  exhibited  lower  premium  increases 
which  corresponded  with  the  slowing  portion 
of  the  six  year  cycle.4  However,  this  part  of  the 
cycle  has  persisted  for  an  extra  year  for  many 
insurers  and  HMOs  as  seen  by  a  fourth  year 
(1994)  of  decelerated  growth. 

Since  the  pattern  of  premium  increases  is 
changing,  we  cannot  know  if  the  recent  year 
is  an  abenation  or  part  of  a  new  trend. 

Efficiency 

Lowered  premium  increases  may  result 
in  part  from  improved  efficiency  gained  over 
rime  from  running  an  HMO  business  in  Mas- 
sachusetts. With  years  of  experience  behind 
them,  HMOs  may  have  learned  how  to  im- 
prove their  operations  and  effectiveness  in 
providing  managed  care,  which  could  trans- 


late into  lower  costs  and  lower  premium 
increases. 

Competition 

The  decline  in  premium  increases  during 
the  past  two  years  also  could  be  attributed  to 
in-creased  competition  in  a  maturing  HMO 
market  in  Massachusetts.  As  HMO  products 
continue  to  penetrate  the  insurance  market, 
there  are  fewer  new  service  areas  to  develop. 
Forced  to  compete  for  the  same  clients  in  order 
to  grow,  HMOs  become  more  competitive  in 
prices,  benefits,  providers  and  quality. 

The  fact  that  several  HMOs  are  seeking 
new  accounts  outside  of  their  traditional  ser- 
vice areas  could  indicate  that  HMOs  are  facing 
greater  competition,  and  consequently  greater 
price  sensitivity,  as  they  attempt  to  stay  com- 
petitive in  the  Massachusetts  HMO  market. 


The  data  sources  for  national  HMO  premium  increases  were  the  HMO  Market 
Position  Reports  for  1991  through  1993  published  by  the  Group  Health  Association 
of  America.  The  premium  increases  indicated  were  projected  by  the  HMOs  based 
on  their  estimates  of  increases  in  average  family  premiums.  The  data  were  reported 
to  the  G  HAA  in  response  to  annual  surveys  of  fifty  (50)  HMOs  across  the  United  States. 
Complete  responses  were  received  from  no  less  than  forty-five  (45)  plans  in  any  year. 
For  Massachusetts,  the  percentage  changes  in  premiums  are  weighted  averages  for 
the  six  reported  HMOs  (five  HMOs  when  excluding  Bay  State).  CPI-U  statistics  were 
obtained  from  the  U.S.  Dept.  of  Labor,  Bureau  of  Labor  Statistics,  Boston,  Mass. 

Bav  State  Health  Care. 

During  the  years  before  the  merger  with  Blue  Cross  Blue  Shield  of  Massachu- 
setts, Bay  State  Health  Care  was  charging  insufficient  premiums  in  an  attempt  to 
increase  its  market  share.  To  improve  the  HMO's  financial  position,  Blue  Cross 
instituted  new  medical  management  practices  at  Bay  State  and  increased  their 
premiums  substantially  in  1993-  Bay  State  was  then  in  a  better  position  to  establish 
premiums  at  more  competitive  levels  for  1994.  Both  Bay  State's  premium  increases 
in  1993  and  the  premium  decreases  in  1994  were  unusual  in  comparison  to  the 
premium  changes  for  the  other  five  HMOs  studied. 


Chapter  3:  HMO  Premiums 


18 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


Have  premiums  slowed  for  each  of  the  six  HMOs  in  recent  years 
compared  to  prior  years? 

•The  most  recent  premium  increases  for  each  of  the  six  largest  HMOs  have 
slowed  to  single  digit  percentages  compared  to  increases  mainly  in  double  digits  in 
earlier  years. 

•In  1994,  four  of  the  six  HMOs  increased  large-group  premiums  within  a  range 
of  4%  to  6%.  Of  the  other  two  HMOs,  one  virtually  froze  its  premiums  at  1993  levels, 
while  the  other  decreased  its  premiums  by  10%. 

•  In  1994,  the  six  HMOs  increased  small-group  premiums  by  an  average  of  less 
than  2%.  All  the  plans'  increases  were  5%  or  less;  one  plan's  premium  essentially 
remained  unchanged  while  two  others  were  lowered  by  5%. 


B.  Percentage  Changes  in  Premiums: 
The  Six  Largest  Plans 

This  section  looks  at  percentage  changes 
in  premiums  for  the  six  largest  HMO  plans  in 
Massachusetts:  Bay  State  Health  Care  (Bay 
State),  Fallon  Community  Health  Plan  (Fallon), 
Harvard  Community  Health  Plan  (HCHP), 
HMO  Blue,  Pilgrim  Health  Care  (Pilgrim),  and 
Tufts  Associated  Health  Maintenance  Organi- 
zation (Tufts). 


General  Trends  in  Premium  Changes 

How  have  average  large-group  and 
small-group  premium  increases 
differed  over  the  years  studied? 

The  most  recent  premium  increases,  for 
both  large-group  and  small-group  plans,  indi- 
cate movement  away  from  the  double  digit 
increases  that  still  existed  through  1993. 

Average  large-group  premium  increases 
slowed  each  year,  but  the  most  dramatic 


deceleration  occurred  in  1994  (see  Exhibit  3.4, 
page  20  and  Exhibit  3.6,  page  22). 

Average  small-group  premium  increases 
continued  to  accelerate  slightly  from  1992  to 
1993,  but  then  experienced  the  same  substan- 
tial deceleration  as  large-group  in  1994  (see 
Exhibit  3.5,  page  21  and  Exhibit  3.7,  page  23). 

Average  large-group  premium  increases 
were  just  under  11%  for  the  period  prior  to 
Chapter  495,  10%  in  1993,  and  2.5%  in  1994. 
Average  small-group  premium  increases  were 
11%  prior  to  Chapter  495,  remained  at  about 
11%  in  1993,  and  decelerated  to  1.7%  in  1994. 

As  discussed  in  the  previous  section,  Bay 
State's  annual  premium  changes  (increases 
and  decreases)  considerably  influenced  the 
weighted  average  premium  increase  for  the 
six  HMOs.  According  to  a  recent  report  or- 
dered by  the  state  Attorney  General's  office, 
Bay  State  undercharged  for  several  years  in  an 
attempt  to  increase  market  share.5  Due  to  Bay 
State's  undercharging  and  its  resulting  insol- 
vency, it  was  necessary  for  the  HMO's  contin- 
ued operations  to  raise  both  large-group  and 
small-group  premiums  in  1993. 
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Large-Group  —  Family  Premiums 

Annual  Percentage  Changes:  1990-1992,  1993,  1994 
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Large-Group  —  Family  Premiums:  Annual  Percentage  Changes 


HMO 


PRE- CHAPTER  496 

Avg  Annual 
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POST-CHAPTER  465 


Annual 
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Fallon 

12.3% 
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HCHP 

9.3% 

9.8% 

4.3% 

36.7% 

Pilgrim 

11.6% 

11.0% 

-0.02% 

38.1% 

Tufts 

8.6% 

9.2% 

4.4% 

34.5% 

Baystate 

12.6% 

19.5% 

-10.3% 

36.0% 

HMO  Blue* 

11.2% 

2.1% 

5.7% 

33.5% 

AVERAGE: 

10.9% 

10.0% 

2.5% 

36.3% 

Avg  w/out  Btyttala: 

10.2% 

7.7% 

4.0% 

Exhibit  3.4 

Data  Source  Mass  Dviaon  of  Insurance  Rate  Filings 

Note  Average  =  Average  of  percentage  differences  weighted  by  enrollment  from  end  of  prior  year 
1990  '992  pccentage  deference  is  weighted  by  1991  Quarter  4  enrollment. 
'  993  "  994  percentage  deference  i6  weighted  by  1  993  Quarter  3  enrollment. 

•1990  and  1991  premiums  are  weighted  averages  of  the  premiums  for  Lahey,  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
consaoaiec  (I  1992  to  form  the  Eastern  region  of  HMO  Blue 
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Small-Group  —  Family  Premiums 

Annual  Percentage  Changes:  1990-1992,  1993,  1994 
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Exhibit  3.5 

Data  Source  Mas6  Ow&on  of  insurance  Rate  Filings 

\ote  /Verage  =  Average  of  percentage  d.fferences  weighted  by  enrollment  from  end  of  prior  year 
1990  1992  percentage  deference  16  weighted  by  1991  Quarter  4  enrollment. 
1 993  "994  percentage  difference  is  weighted  Py  1993  Quarter  3  enrollment. 

"1990  and  1991  premiums  are  weighted  averages  of  the  premiums  for  Lahey,  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
ccnsa  dated  n  1  992  to  form  the  Easterni  region  of  HMO  Blue 
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Large-Group  —  Individual  Premiums 
Annual  Percentage  Changes:  1990-1992,  1993, 1994 
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Exhibit  3.6 

data  Sou'ce  Mass  DM&on  o'  insurance  Rate  Filings 

Note  Average  =  Average  of  percentage  differences  weighted  by  enrollment  from  end  of  prior  year 
1990  '992  occentage  d  f'erence  is  weighted  by  1991  Quarter  4  enrollment 
1993  1994  percentage  deference  is  weighted  by  1993  Quarter  3  enrollment 

*1  990  and  1  991  premiums  are  weighted  averages  of  the  premiums  for  Lahey,  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
consolidated  m  1  992  to  form  the  Eastern  region  of  HMO  Blue 
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Premium  Trends  for  Six  HMOs  in  Massachusetts 


Small-Group  —  Individual  Premiums 

Annual  Percentage  Changes:  1990-1992,  1993, 1994 
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Exhibit  3.7 

Data  Source  Mass  Division  o'  Insurance  Rale  Filings 

Note  Average  =  Average  of  pe-cen'.age  differences  weighted  by  enrollment  from  end  of  prior  year 
1990-1992  percentage  difference  is  weighted  by  1991  Quarter  4  enrollment. 
1993  1994  percentage  difference  is  weighted  by  1993  Quarter  3  enrollment 

•1  990  a"C  1 991  premiums  are  weighted  averages  of  the  premiums  for  Lahey.  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
consonoateo  in  1 992  to  form  the  Eastern  region  of  HMO  Blue 
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In  1994,  however,  Bay  State's  improved 
financial  position  enabled  the  plan  to  decrease 
premiums  by  10%  for  both  large-group  and 
small-group  coverage. 

When  the  influence  of  Bay  State's  unique 
premium  activity  is  removed,  average  pre- 
mium increases  still  show  the  same  general 
trend  of  decelerating  average  increases  but  at 
a  more  even  rate.  Without  Bay  State,  large- 
group  average  premium  increases  were  10% 
prior  to  Chapter  495,  8%  in  1993,  and  4%  in 
1994.  Small-group  average  premium  increases 


were  1 0%  prior  to  Chapter  495 , 9%  in  1 993 ,  and 
3%  in  1994. 


The  Six  Largest  HMOs 

Have  premiums  slowed for  each  of  the 
six  HMOs  in  recent  years  compared  to 
prior  years? 

Among  the  individual  HMOs  studied, 
annual  premium  increases  during  1990  through 


The  premiums  used  throughout  this  report  were  those  for  first  quarter 
premiums  for  the  state's  six  largest  HMOs  for  1990  through  1994.  Trends  in 
subsequent  quarters  of  1994  cannot  be  determined  from  the  data  contained  within 
this  report. 

Because  premium  increases  for  1991  and  1992  varied  considerably  among  the 
1  IMOs  and  no  clear  trend  was  apparent,  we  calculated  each  HMO's  average  annual 
premium  increase  over  the  two-year  period  (1990  through  1992).  The  calculations 
accounted  for  compounding  effects. 

The  average  annual  change  in  premiums  for  the  period  1990  to  1992  was 
calculated  by  weighting  each  individual  HMO's  average  annual  change  by  its 
enrollment  from  the  fourth  quarter  of  1991  and  then  summing  the  results. 

The  average  HMO  premium  increases  for  1993  and  1994  were  calculated  by 
weighting  each  HMO's  annual  increase  by  total  enrollment  from  the  prior  year.  1994 
premiums  were  weighted  by  enrollment  as  of  third  quarter  1993,  the  most  recent  data 
available  at  the  time. 


HMO  Blue. 

The  premium  tracked  for  HMO  Blue  for  1992  through  1994  represents  the  rate 
for  their  eastern  region  plan.  Prior  to  1992,  three  HMOs  owned  by  Blue  Cross  covered 
the  eastern  region  (Medical  East,  North  Shore  and  Lahey  Clinic  health  plans).  We 
acknowledge  that  the  three  HMOs  were  operationally  very  different  from  each  other, 
consisting  of  health  center,  group  model  and  later  IPA  structures.  In  order  to  show 
the  average  premium  changes  experienced  by  approximately  120,000  members  of 
Blue  Cross  HMOs  prior  to  1992,  it  was  necessary  to  calculate  an  average  of  the 
premium  increases  for  the  three  HMOs  for  the  years  1990  and  1991.  The  premium 
increases  for  the  three  plans  were  weighted  by  enrollment  to  yield  an  average 
premium  per  family  and  individual  contract. 


Chapter  3:  HMO  Premiums 


24 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


1992  ranged  from  9%  to  13%.  Although  the 
average  increase  of  the  six  HMOs  fell  slightly 
in  1993,  about  half  the  individual  HMOs 
reported  higher  premium  increases  in  1993 
than  for  the  period  prior  to  Chapter  495. 

However,  in  1994  almost  every  indi- 
vidual HMO  displayed  its  lowest  percentage 
increase  in  premiums  as  compared  to  any 
other  increase  over  the  prior  four  years.  No 
HMO  raised  premiums  more  than  6%  in  any 
premium  category. 

Three  HMOs — Bay  State,  Tufts,  and  Pil- 
grim— actually  lowered  some  of  their  premi- 
ums in  1994.  Bay  State  decreased  premiums 
for  both  large-group  and  small-group  while 
Tufts  reduced  small-group  premiums  and  Pil- 
grim reduced  large-group  premiums. 

Factors  Influencing 

Recent  (1994)  Premium  Changes 

While  the  potential  reasons  discussed  in 
the  previous  section  ("Premium  Increases: 


Massachusetts  Average  Trend,"  page  10  may 
all  contribute  to  the  trend  of  decelerating 
premium  increases  demonstrated  by  the  six 
individual  HMOs  studied,  some  of  the  forces 
present  during  the  past  year  may  have  further 
motivated  the  considerable  moderation  in 
premium  increases. 

At  the  state  level,  employers'  increased 
scrutiny  of  HMOs  during  the  past  year — the 
MHPG  cost/quality  challenge  in  particular — 
created  pressure  at  a  level  not  present  in 
prior  years.  The  New  England  HEDIS  (Health 
Plan  Data  and  Information  Set)  group  also 
has  elevated  the  focus  on  HMO  performance 
by  developing  measures  to  better  under- 
stand the  value  of  health  coverage  in  each 
plan. 

At  the  national  level,  health  care  reform 
discussions  focusing  on  managed  competition 
and  managed  care  have  resulted  in  further 
probing  into  HMO  efficiency,  effectiveness 
and  quality.  These  forces  will  most  likely 
continue  to  influence  premium  trends  in  com- 
ing years. 


How  have  premium  levels  and  the  range  of  premiums  changed  among 
the  six  HMOs  during  the  period?  (See  Exhibits  3.8-3.11,  pages  28-31.) 

•The  1992  weighted  average  premiums  for  the  six  studied  HMOs  are  similar 
to  the  New  England  premium  average  yet  higher  than  the  national  premium  average. 

•Two  of  the  six  studied  HMOs  report  large-group  premiums  for  their  best 
selling  products  that  are  lower  than  or  equivalent  to  the  1992  average  premium  for 
the  best  selling  products  in  New  England. 


•  As  measured  by  the  spread  between  the  highest  and  lowest  premiums,  the 
premium  range  among  four  of  the  six  HMOs  remained  narrow  throughout  the  period. 
The  closeness  of  premium  levels  shown  by  these  HMOs  suggests  a  high  degree  of 
competition  among  them. 
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C.  Premium  Levels 

This  section  examines  premium  levels 
and  the  range  of  premiums  among  the  six 
HMOs  over  the  period  studied. 

General  Trends 

in  Premium  Levels  and  Ranges 

Hou  do  Massachusetts  premium  levels 
compare  to  those  for  the  nation  and 
New  England? 

The  1992  average  large-group  premium 
for  the  six  HMOs  studied  was  similar  to  the 
average  for  New  England  but  higher  than  the 
national  average.  This  was  true  for  both  family 
and  individual  coverage. 

Nationwide,  the  average  family  premium 
was  $373  in  1992  while  the  New  England 
average  was  $428.  In  Massachusetts,  for  the  six 
largest  HMOs,  the  average  family  premium 
was  $438  in  1992,  $65  more  than  the  national 
average,  but  only  $10  more  than  the  regional 
average  for  New  England. 

The  1992  weighted  average  individual 
premium  for  the  six  HMOs  was  $165,  $25  more 
than  the  average  individual  premium  nation- 
ally and  only  S7  more  than  the  regional 
average  for  New  England 

Given  the  recent  trend  of  smaller  pre- 
mium increases,  as  shown  by  the  six  studied 
Massachusetts  HMOs,  future  premium  com- 
parisons may  result  in  even  smaller  differences 
between  regional  and  national  figures.  Also,  in 
making  these  comparisons,  it  is  important  to 
note  that  this  report  does  not  take  into  account 
differences  in  the  cost  of  living  between 
Massachusetts  and  the  nation. 

Best-Selling  Plans 

The  premiums  tracked  in  this  report 
represent  the  most  popular  plan  for  each 
HMO.  The  regional  average  premiums  are 
$432  for  best-selling  family  products  and  $160 
for  best-selling  individual  products. 


When  the  1992  large-group  family  pre- 
mium and  individual  premium  of  each  HMO's 
most  popular  plan  is  compared  to  the  1992 
New  England  regional  premium  average  for 
best-selling  plans,  Fallon  is  the  only  HMO 
studied  that  falls  below  the  average  while 
HCHP's  premiums  are  just  $1  more  than  the 
average. 

The  other  four  HMOs  report  family  pre- 
miums $13  to  $63  more  than  the  New  England 
family  average  and  $9  to  $23  more  than  the 
New  England  individual  average. 

Fallon  Community  Health  Plan 

Because  Fallon's  primary  service  area  is 
central  Massachusetts,  while  the  other 
HMOs  studied  serve  mainly  eastern  Massa- 
chusetts, regional  cost  differences  provide  a 
partial  explanation  of  Fallon's  lower  premi- 
ums. 

Another  likely  factor  contributing  to 
Fallon's  lower  premiums  is  the  HMO's  rela- 
tionship with  St.  Vincent  Hospital.  In  1990, 
Fallon  took  control  of  the  hospital  and  cur- 
rently owns  the  facility  (the  sole  example  of 
such  vertical  integration  among  the  HMOs  in 
the  state).  This  affiliation  has  allowed  Fallon  to 
contain  costs  by  sending  many  of  its  patients 
to  St.  Vincent — one  of  the  lowest  cost  acute 
care  hospitals  in  Massachusetts. 

Aside  from  regional  differences  and  the 
use  of  vertical  integration,  Fallon's  lower  pre- 
miums may  result  from  particularly  effective 
strategies  for  managing  care.  Fallon  is  one  of 
the  oldest  managed  care  plans  in  the  state  and, 
perhaps  due  to  experience  and  innovative  cost 
and  care  management,  it  has  been  able  to 
historically  maintain  one  of  the  lowest  premi- 
ums and  costs  among  all  HMOs. 

Measuring  Up 

to  National  Health  Care  Reform 

Based  on  premiums  for  the  six  largest 
HMOs  in  the  state,  the  Massachusetts  average 
annual  premium  exceeds  the  annual  pre- 
mium proposed  in  President  Clinton's  Health 
Care  Security  Act. 
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For  the  first  quarter  of  1994,  the  average 
annual  family  premiums  for  the  six  HMOs  are 
$5,952  and  S6.468  for  large-  and  small-groups, 
respectively.  Both  figures  are  higher  than  the 
$4,361  annual  premium  proposed  for  two- 
parent  families  with  children  by  the  Clinton 
administration's  health  care  reform  plan.  They 
are  also  higher  than  the  S5.565  annual  family 
premium  estimated  and  reported  by  the  Con- 
gressional Budget  Office  to  the  US  Congress  in 
order  to  aid  their  understanding  of  the 
President's  health  care  bill. 

The  fact  that  the  average  annual  Massa- 
chusens  HMO  premium  exceeds  the  figure 
estimated  in  the  Clinton  plan  may  reflect 
higher  costs  in  the  New  England  region,  as 
well  as  more  extensive  HMO  benefits  pack- 
ages in  Massachusetts  relative  to  those  in  most 
other  states. 


Has  the  range  of premium  levels  for  the 
HMOs  grown,  contracted,  or  stayed  the 
same? 

The  range  of  premium  levels  across 
HMOs  is  determined  by  calculating  the  spread 


between  the  lowest  and  highest  premiums 
offered  for  the  same  product.  Given  that  Fallon 
is  the  only  HMO  of  the  six  in  this  study  that 
serves  primarily  central  Massachusetts  and  that 
Bay  State  exhibited  dramatic  changes  in  pric- 
ing during  the  period,  the  other  four  HMOs 
provide  a  better  benchmark  for  examining 
changes  in  the  range  of  premiums  in  the  HMO 
market. 

HCHP,  Tufts,  Pilgrim  and  HMO  Blue  did 
not  show  substantial  changes  in  pricing  be- 
tween 1990  and  1994.  Among  these  four 
HMOs,  the  difference  between  the  highest  and 
lowest  premiums  never  exceeded  $53  during 
the  five  year  period.  The  range  of  family 
premiums  was  the  smallest  at  $10  and  the 
largest  at  $53.  Individual  premiums  were  more 
closely  priced  with  the  broadest  range  at  $26 
and  the  most  narrow  range  at  only  $2. 

One  possible  explanation  for  the  rela- 
tively close  range  in  premium  levels  during  the 
five  years  could  be  that  these  HMOs  faced  very 
similar  costs.  However,  while  some  of  their 
costs  may  have  been  similar,  it  is  unlikely  that 
the  HMOs  had  identical  cost  structures  or 
levels  of  efficiency.  It  is  more  likely  that  the 
close  premium  levels  among  HCHP,  Tufts, 


National  and  New  England  average  premium  levels  were  obtained  from  1992 
survey  conducted  by  the  Group  Health  Association  of  America  (GHAA).  The  survey 
consisted  of  216  HMOs  nationwide,  including  twenty  in  the  New  England  area.  The 
GHAA  averages  were  based  on  family  monthly  premiums  for  both  large-group  and 
small-group  coverage  and  were  weighted  by  each  plan's  enrollment.  The  1992 
average  premium  for  the  six  Massachusetts  HMOs  was  also  weighted  by  enrollment, 
but  was  based  on  family  monthly  premiums  for  large-group  only. 

The  1994  average  annual  premiums  for  the  six  HMOs  in  Massachusetts  were 
unweighted  for  the  comparison  with  the  unweighted  annual  premium  proposed  in 
President  Clinton's  Health  Security  Act  (and  the  Congressional  Budget  Office 
estimate). 
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Large-Group  —  Family  Premiums 

HMO  Premiums:  1990-1994 

700  i  


600 
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Large-Group  —  Family  Premiums 


PRE-CHAPTER  495  POST-CHAPTER  495 


HMO 

1990 

1991 

1992 

1993 

1994 

Fallon 

$266.80 

$306.30 

$336.62 

$361.88 

$379.98 

HCHP 

$362.77 

$397.23 

$432.99 

$475.42 

$495.82 

Pilgrim 

$372.31 

$417.67 

$463.34 

$514.28 

$514.16 

Tufts 

$387.00 

$433.50 

$456.75 

$498.75 

$520.50 

Baystate 

$390.00 

$436.80 

$494.58 

$591 .21 

$530.24 

HMO  Blue* 

$375.04 

$410.63 

$464.02 

$473.95 

$500.73 

Average 

$358.99 

$400.36 

$441.38 

$485.91 

$490.24 

Exhibit  3.8 

Data  Scxyce  Mass  Dwi&on  of  Insurance  Rate  Filings 

Note  Average  =  Average  of  individual  premiums  weighted  by  enrollment  from  end  of  pnor  year 

"  99C  a'-d  1 99'  premiums  are  weighted  averages  of  the  premiums  for  Lahey.  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
consolidated  in  1 992  to  form  the  Eastern  region  of  HMO  Blue 
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Small-Group  —  Family  Premiums 

HMO  Premiums:  1990-1994 

700  i  


Fallon        HCHP        Pilgrim         Tufts        Baystate   HMO  Blue* 


Pre-Chapler  495  Post-Chapter  485 

□  1990  G1991  EB 1992  Dl993  Bl994 


Small-Group  —  Family  Premiums 


PRE-CHAPTER  495  POST-CHAPTER  495 


HMO 

1990 

1991 

1992 

1993 

1994 

Fallon 

$293.50 

$336.94 

$370.30 

$398.08 

$417.98 

HCHP 

$399.03 

$436.95 

$476.29 

$529.77 

$554.07 

Pilgrim 

$389.83 

$437.07 

$484.81 

$550.36 

$551.81 

Tufts 

$425.75 

$476.75 

$502.50 

$548.75 

$520.50 

Baystate 

$389.00 

$416.23 

$499.48 

$611.31 

$580.42 

HMO  Blue* 

$394.53 

$451.69 

$487.22 

$497.64 

$522.66 

Average 

$381.94 

$425.94 

$470.10 

$522.65 

$524.57 

Exhibit  3.9 

Data  Source  Mass  Dv&on  of  insurance  Rale  Filings 

Note  A/e'age  =  Ave'age  of  individual  premiums  weighted  by  enrollment  from  end  of  pnor  year. 

•'  99C  a"~d  1  99"  premiums  are  weighted  averages  of  the  premiums  for  Lahey.  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
consa  da'ed  in  1  992  to  form  the  Eastern  region  of  HMO  Blue 
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Large-Group  —  Individual  Premiums 

HMO  Premiums:  1990-1994 


250 


Fallon        HCHP  Pilgrim 
Pre-Chaptf  495  


Tufts  Baystats  HMO 
Post-Chapter  495 


Blue* 
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Large-Group  —  Individual  Premiums 


PRE-CHAPTER  495  POST-CHAPTER  495 


HMO 

1990 

1991 

1992 

1993 

1994 

Fallon 

$103.28 

$118.58 

$130.32 

$140.10 

$147.12 

HCHP 

$134.86 

$147.67 

$160.96 

$176.73 

$184.32 

Pilgrim 

$143.20 

$160.63 

$178.22 

$197.80 

$197.75 

Tufts 

$143.25 

$160.50 

$169.25 

$184.75 

$192.75 

Baystate 

$143.70 

$160.94 

$183.80 

$218.97 

$196.38 

HMO  Blue* 

$141.58 

$155.06 

$171.86 

$176.84 

$186.83 

Average 

$134.98 

$150.56 

$165.74 

$182.53 

$184.19 

Exhibit  3.10 

Oa:a  Source  Mass  DMaion  o'  insurance  Rate  Filings 

Note  Average  =  Average  of  inavidua  premiums  weighted  by  enrollment  from  end  ot  prior  year 

O  a"C  1  99'  pre"-       a'e  wegrted  averages  of  the  premiums  for  Lahey.  Medical  East,  and  North  Shore  Health  plans.  These  HMOs  were 
co^so  Gated  in  1  992  to  form  the  Eastern  region  of  HMO  Bl je 
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Small-Group  —  Individual  Premiums 

HMO  Premiums:  1990-1994 
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Fallon        HCHP  Pilgrim 
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Tufts        Baystate    HMO  Blue* 

Post-Chapter  495 
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Small-Group  —  Individual  Premiums 


P RE-CHAPTER  495  POST-CHAPTER  495 


HMO 

1990 

1991 

1992 

1993 

1994 

Fallon 

$113.62 

$130.44 

$143.36 

$154.12 

$161.84 

HCHP 

$148.35 

$162.44 

$177.05 

$197.32 

$206.35 

Pilgrim 

$149.94 

$168.09 

$186.48 

$211.68 

$212.23 

Tufts 

$157.75 

$176.50 

$186.00 

$203.25 

$192.75 

Baystate 

$149.00 

$159.43 

$191.32 

$226.41 

$214.97 

HMO  Blue* 

$148.94 

$170.57 

$180.45 

$185.69 

$195.08 

Average 

$144.60 

$161.25 

$1 77.44 

$196.41 

$197.20 

Exhibit  3.11 

Da:a  Source  Mass  Dviaon  of  insurance  Ra:e  Filings 

Note  Average  =  Average  o*  individual  premiums  weighted  Dy  enrollment  from  end  of  poor  year 

•1  99C  anc  i  99"  ceriums  are  weighted  averages  o'  the  premiums  for  Lahey,  Medical  East,  and  North  Shore  Health  plans  These  HMOs  were 
conso  oa'ec  in  1  992  to  form  the  Eastern  region  of  HMO  Blue 
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Pilgrim  and  HMO  Blue  reflected  a  high  degree 
of  competition  for  members  in  similar  service 
areas.  The  fact  that  not  one  HMO  consistently 
reported  the  lowest  or  highest  premium  dem- 
onstrates that  among  these  four  HMOs,  there 
appears  to  have  been  constant  price  competi- 
tion during  the  five  year  period. 


Since  the  range  between  the  highest  and 
lowest  premiums  remained  fairly  steady,  dif- 
ferentiation among  the  HMOs  probably  oc- 
curred in  elements  such  as  benefits,  service 
and  quality.  HMOs  likely  will  continue  to 
compete  on  both  price  and  non-price  ele- 
ments. 


How  have  small-group  premiums  been  affected  by  the  small-group 
reform  provisions  of  Chapter  495? 

•  While  five  of  the  HMOs  continued  to  set  their  differentials  between  large-  and 
small-group  premiums  at  approximately  10%  throughout  the  period  studied,  one  HMO 
eliminated  its  small-group  differential  in  1994. 

•  All  six  of  the  HMOs  reported  that  their  small-group  premiums  for  new  accounts 
fell  within  a  two-to-one  (2:1)  rate  band  to  comply  with  the  Chapter  495  small-group 
reforms. 


D.  Small-Group  Premiums 

This  section  compares  small-group  pre- 
miums with  large-group  premiums  and  exam- 
ines Small-Group  Reform  under  Chapter  495. 


Small-Group  vs.  Large-Group 
Premium  Differentials 

How  does  the  average  small-group 
premium  differ  from  the  average  large- 
group  premium? 

The  difference  between  large-group  and 
small -group  premiums  provides  a  starting- 
point  for  examining  the  extent  to  which  small 
businesses  are  disadvantaged  when  purchas- 
ing health  insurance.  Small-group  premiums 


usually  exceed  large-group  premiums  be- 
cause: 


♦  the  administrative  costs  associ- 
ated with  the  coverage  are 
spread  over  fewer  individuals; 

♦  small  businesses  require  greater 
employee  contributions  to  the 
premium  compared  to  large 
businesses,  resulting  in  adverse 
risk  selection  (because  healthier 
employees  will  often  choose 
not  to  purchase  insurance); 

♦  small  groups  have  less  bargain- 
ing power  than  large  groups; 
and 
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Small-Group  vs.  Large-Group  —  Premium  Differences 

(Premium  differences  based  on  family  monthly  premiums) 

15%  |  1 

E 

3 


-5%  '  —  

Fallon         HCHP        Pilgrim         Tufts        Baystata   HMO  Blue* 

Prs-Chaptsr  495  Post-Chapter  495  


□  1990  G-1991  Hi 992  El  1993  Hl994 


Small-Group  vs.  Large-Group 


PRE-CHAPTER  495  POST-CHAPTER  495 


HMO 

1990 

1991 

1992 

1993 

1994 

Fallon 

10.0% 

10.0% 

10.0% 

10.0% 

10.0% 

HCHP 

10.0% 

10.0% 

10.0% 

1 1 .4% 

11.8% 

Pilgrim 

4.7% 

4.6% 

4.6% 

7.0% 

7.3% 

Tufts 

10.0% 

10.0% 

10.0% 

10.0% 

0% 

Baystate 

-0.3% 

-4.7% 

1.0% 

3.4% 

9.5% 

HMO  Blue* 

5.2% 

10.0% 

5.0% 

5.0% 

4.4% 

Exhibit  3.12 

Data  Source  Mass  Division  of  insurance  Rate  Filings 

Note  *1990  ana  1891  6mali- group/large  group  differentials  are  based  on  weighted  averages  of  the  premiums  lor  Lahey,  Medical  East,  and  North 
Snore  Heath  pens  Tnese  HMOs  were  consolidated  m  1992  to  form  the  Eastern  region  of  HMO  Blue 
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♦  small  business  employees  are 
viewed  as  a  more  risky  popula- 
tion. 

Price  differentials  between  large-group 
and  small-group  in  the  first  quarter  of  1994 
were  greater  than  those  in  1990  for  HCHP, 
Pilgrim,  Bay  State  and  HMO  Blue.  Fallon's 
price  differential  remained  the  same,  while 
Bay  State's  differential  indicated  underpricing 
of  small-group  prior  to  its  merger  with  Blue 
Cross.  In  1994,  Tufts  was  able  to  remove  the 


difference  between  large-group  and  small- 
group  premiums  due  to  the  lower  claims 
experience  of  their  small-group  members. 

Small-Group  Rate  Methodology 
Under  Chapter  495 

The  Small-Group  Reform  provisions  of 
Chapter  495  imposed  a  two-to-one  (2:1)  rate 
band  to  prohibit  carriers  from  charging  a  small 
business  more  than  twice  the  premium  charged 


Use  of  Small-Group  Case  Characteristics  Among  HMOs 

HMO  Age  Sex  Industry  Group  Size  Participation 


Bay  State 

Y 

N 

N 

Y 

Y 

HMO  Blue 

Y 

N 

N 

Y 

Y 

Fallon 

N 

N 

N 

N 

N 

HCHP 

Y 

N 

N 

N 

N 

Pilgrim 

N 

N 

N 

Y 

N 

Tufts 

Y 

Y 

Y 

N 

Y 

Exhibit  3.13 

Data  Sources  1 992  Smal!  Group  Annual  Reports  ana  1  993  Rate  Filings,  Mass  Dvision  of  Insurance. 

Note  -  azz '  "  'o  "•e  'actors  noted  aoove  aii  of  the  HMOs  use  rate  basis  types  (different  family  size  units  on  which  the  rates  are  based,  e.g.. 

indfyiduai/tamtiy.  ndwduai/dual/famiiy 


Use  of  Small-Group  Rating  Adjustments  Among  HMOs* 


HMO 

Phase-Out  Adj. 

Trans.  Age  Adj." 

Benefit  Level  Adj. 

Geographic  Area  Adj. 

Bay  State 

Y 

1992  -  N 

Y 

1992-  N 

1993- Y 

1993- Y 

HMO  Blue 

Y 

Y 

Y 

Y 

Fallon 

N 

N 

Y 

N 

HCHP 

N 

N 

Y 

Y 

Pilgrim 

N 

N 

Y 

Y 

Tufts 

N 

N 

Y 

Y 

Exhibit  3.14 

Data  Sources  1 992 

Small  Group  Annual  Reports  and  1993  Rate  Filings.  Mass 

Division  of  Insurance. 

Note  *A  Wemess  ^ogram  Discount  adjustment  also  i6  permitted  under  Small-Group  regulations,  but  this  adjustment  is  not  used  by  any  of  the  six 
HMOs    "  Tne  Transitional  Age  Adjustment  \nas  phased  out  at  the  end  of  1993. 


Exhibits  3.13  and  3.14  above  identify  which  case  characteristics  and  which  additional 
adjustments  are  used  by  each  of  the  six  HMOs  during  1992  and  1993. 
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to  any  other  small  business.  Implemented  over 
a  three-year  period  beginning  in  1992,  the  law 
introduced  rating  restrictions  to  phase  out 
carriers'  practices  of  experience  rating,  health 
status  rating  and  durational  rating  by  1995. 

Staying  within  the  Rate  Band 

When  the  law  is  fully  implemented,  any 
small-group  carrier  offering  the  same  benefits 
package  to  small  businesses  in  the  same 
geographic  area  must  ensure  that  the  differ- 
ence between  the  highest  and  lowest  premi- 
ums is  no  more  than  two- to-one. 

The  small-group  law  allows  carriers  to 
base  premiums  on  factors  such  as  age,  gender, 
industry,  group  size,  participation  rate6  and 
rate  basis  type.7  These  factors,  known  as  case 
characteristics,  can  be  applied  to  the  premi- 
ums as  long  as  the  resulting  premiums  fall 
within  the  2:1  rate  band. 

Adjustment  Factors 

The  law  also  permits  carriers  to  use 
adjustment  factors  outside  the  rate  band.  Two 
of  these  additional  adjustments,  permitted 
until  January  1995,  were  established  to  ease 
the  transition  for  some  carriers  of  the  2:1  rate 
band.  These  are  the  transitional  age  rate 
adjustment  and  the  phase-out  adjustment. 

The  transitional  age  adjustment,  based 
on  the  distribution  of  ages  in  a  group,  allowed 
carriers  to  set  premiums  one  third  above  or 
below  the  average  premium  until  the  end  of 
1993.  The  phase-out  adjustment  has  allowed 
carriers  to  use  limited  experience,  health  status 
and  durational  rating  through  1994. 

Chapter  495  also  permits  the  permanent 
and  continuing  use  of  two  adjustments  also 
outside  of  the  2:1  rate  band:  (1)  the  area  rate 
adjustment  and  (2)  the  benefit  level  adjust- 
ment. When  adjusting  premiums  by  geo- 
graphic area,  carriers  may  vary  premiums  by 
up  to  20%  above  or  below  the  average  pre- 
mium. Carriers  may  also  vary  the  premiums  for 
different  benefit  packages  by  determining  the 
difference  between  actuarial  values  of  the 
benefit  packages. 


Impact  of  Chapter  495  Reforms 
on  Small-Group  Affordability  and 
Availability  of  Coverage 

Have  small-group  premiums  been 
constrained  by  the  two-to-one  rate 
band? 

As  of  the  first  annual  small-group  filing 
for  1992,  all  six  HMOs  reported  they  were  in 
compliance  with  the  two-to-one  (2:1)  rate 
band  for  premiums  charged  to  new  accounts. 
It  is  too  early  to  draw  firm  conclusions  con- 
cerning the  overall  impact  of  small-group 
reform,  but  anecdotal  evidence  suggests  that 
small-group  health  insurance  has  become 
more  affordable  for  many  employers  as  a 
result  of  the  implementation  of  the  2:1  rate 
band.  However,  some  employers  may  have 
experienced  premium  increases  at  the  same 
rate  or  higher  since  the  reforms  took  effect. 

Which  other  provisions  of  the  small- 
group  law  have  most  affected 
premiums  and/or  access  to  coverage? 

While  state  and  federal  rules  historically 
permitted  the  use  of  age  rating,  few  HMOs 
adjusted  their  premiums  in  this  manner  prior 
to  the  small-group  reform  law  of  Chapter  495. 
In  order  to  compete  with  commercial  insurers 
while  complying  with  the  other  provisions  of 
the  small-group  law,  some  HMOs  introduced 
new  or  modified  existing  age  adjusting  meth- 
odologies. Age  rating  results  in  higher  premi- 
ums for  businesses  with  older  employees  and 
lower  premiums  for  those  with  younger  em- 
ployees. Thus,  the  effect  of  age  rating  was 
positive  for  some  employers  but  unfavorable 
for  others.  Of  the  six  largest  HMOs,  age  rating 
is  currently  used  by  HCHP,  HMO  Blue,  Tufts 
and  Bay  State,  while  HMO  Blue  and  Bay  State 
also  incorporated  the  extra  transitional  age 
adjustment  through  the  end  of  1993. 

The  Chapter  495  small-group  reforms 
also  included  provisions  for  guaranteed  cover- 
age and  guaranteed  renewability,  limitations 
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on  pre-existing  conditions  and  waiting  peri- 
ods, and  the  development  of  low  cost,  man- 
date-free products.  Again,  while  it  is  too  early 
to  assess  the  full  impact  of  the  law,  anecdotal 
evidence  suggests  that  these  provisions  have 
enhanced  access  to  small-group  coverage  in 
the  past  two  years. 

Although  Chapter  495  permitted  the  use 
of  participation  requirements  to  help  reduce 
adverse  selection,  it  may  have  had  the  effect  of 
limiting  access  to  coverage  by  requiring  most 


or  all  of  a  small  employer's  workers  to  pur- 
chase coverage.  HMOs  as  well  as  other  carriers 
may  require  up  to  100%  participation  among 
employees  in  a  small  business  with  1  to  5 
eligible  employees  and  up  to  75%  for  busi- 
nesses with  6  to  25  eligible  employees.  If  the 
participation  requirements  are  not  met,  the 
carrier  may  refuse  to  offer  coverage.  This 
requirement  may  have  had  the  effect  of  limit- 
ing access  to  health  insurance  for  some  small 
businesses. 


IlilllBliHIBliii^SlI 

Actual  small-group  premiums  paid  by  small  employers  may  differ  from  the 
small-group  premiums  reported  in  HMOs'  rate  filings  primarily  as  a  result  of  different 
demographic  assumptions  used  for  different  groups.  For  example,  the  average  family 
size  used  to  determine  small-group  premiums  may  differ  from  that  used  to  determine 
large-group  premiums.  The  larger  the  average  family  size,  the  higher  the  premium. 
The  average  family  size  of  each  HMO's  total  membership  is  indicated  in  Appendix 
B,  3.  Demographic  Assumptions. 


Endnotes  for  Chapter  3 

1  After  adjusting  for  changes  in  the  consumer  price  index,  urban  area  Massachusetts  HMO  premium  increases 
become  7.7%  in  1992,  3  9%  in  1993  and  2.9%  in  1994.  These  adjusted  increases  are  very  close  to  the  inflation- 
adjusted  average  premium  increases  for  the  entire  United  States  which  were  8.1%  in  1992,  4.8%  in  1993  and  31% 
in  1994. 

2  Financial  information  on  Massachusetts  HMOs  was  obtained  from  the  Massachusetts  Hospital  Association's 
HMO  Quarterly  Report,  3rd  Quarter. 

'Gabel,  J.,  Formisano,  R.,  Lohr,  B.,  DiCarlo,  S.,  Tracing  the  Cycle  of  Health  Insurance,"  Health  Affairs,  Winter 
1991,  pp.  48-61. 

4  Gabel,  J.,  Liston,  D.,  Jensen,  G,  Marsteller,  J.,  "The  Health  Insurance  Picture  in  1993:  Some  Rare  Good  News," 
Health  Affam,  Spring  (0  1994,  pp.  327-336. 

'Zelten,  Robert  A,  "Bay  State  Health  Care,  1986-1991:  A  Review,"  December  1993. 

6  The  participation  rate  is  the  percentage  of  employees  (or  employees  plus  dependents)  in  a  small  business  who 
elect  to  participate  in  a  health  benefit  plan. 

'The  rate  basis  type  is  the  category  of  individual  or  family  composition  for  which  separate  rates  are  charged  by  the 
carrier  for  a  health  benefit  plan.  For  example,  earners  may  use  the  following  rate  basis  types:  individual,  two  adults, 
one  adult  and  one  or  more  children,  or  two  adults  and  one  or  more  children. 
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Chapter  4: 
Conclusion 


Based  on  premium  data  from  the  six 
largest  HMOs  in  the  state,  the  trend  in 
HMO  premiums  from  1990  through  1994 
shows  primarily  favorable  signs: 

♦  }  LMOs  are  the  most  popular  type  of 
private  health  coverage  in  the  state  covering 
35%  of  Massachusetts  citizens.  HMO  enroll- 
ment continues  to  grow,  though  at  a  some- 
what slower  pace  recently.  HMOs'  expansion 
into  new  market  areas  indicate  the  potential 
for  continued  membership  gains. 

♦  Average  premium  increases  have 
slowed  considerably  since  1990,  from  double- 
digit  to  single-digit  increases.  Premium  in- 
creases from  1993  to  1994  were  markedly 
lower  than  in  any  of  the  prior  years  for  some 
HMOs,  while  a  few  HMOs  decreased  their 
premiums  in  1994. 

♦  The  small-group  market  appears  to 
have  benefited  from  small-group  insurance 
reforms  of  Chapter  495,  although  further  moni- 
toring and  analysis  will  be  necessary'  to  con- 
firm this  preliminary  assessment. 

Strength  of  Market  Forces 

Given  continued  strength  of  market  forces 
present  in  the  current  system,  it  is  possible  that 


similar  or  better  results  may  be  seen  during  the 
rest  of  1994  and  beyond.  The  strong  and 
growing  pressures  from  local  and  national 
health  care  reform  discussions,  scrutiny  from 
employers  and  competition  from  other  HMOs 
suggest  that  the  lower  premium  increases  in 
1994  were  not  just  an  anomaly  or  a  one-time 
occurrence. 

Further,  because  HMOs  in  Massachusetts 
are  using  sophisticated  strategies  such  as  capi- 
tation, risk-based  reimbursement,  patient  sat- 
isfaction and  outcomes  indicators,  and  vertical 
and  horizontal  integration,  we  should  antici- 
pate improvements  in  efficiency  and  quality. 

The  Need  for  Continued  Monitoring 

While  this  analysis  presents  results  that 
look  hopeful,  continued  monitoring  of  the 
state's  evolving  HMO  market  will  be  needed  to 
keep  policy  makers  and  others  apprised  of  any 
conflicting  signs  concerning  the  strength  and 
direction  of  HMO  trends.  In  particular,  pres- 
sures for  HMOs  to  increase  their  size  in  a  race 
to  secure  a  comfortable  market  position  prior 
to  national  health  care  reform  may  put  smaller 
HMOs  at  a  disadvantage.  Additionally,  if  pre- 
mium increases  continue  to  slow,  HMO  finan- 
cial conditions  should  be  examined  periodically 
in  case  of  obscured  financial  difficulties. 

Future  monitoring  of  HMO  premiums 
and  enrollment  also  may  indicate  to  what  ex- 
tent the  Massachusetts  HMO  market  is  nearing 
a  saturation  point;  which  types  of  HMO  plans 
are  more  successful  in  providing  affordable  cov- 
erage; and  whether  HMOs  are  able  to  remain 
in  compliance  with  the  Small-Group  Reform 
law  while  keeping  premium  increases  low. 
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Future  Plans  of  the  Commission's  Hearth 
Insurance  Monitoring  Project 

By  examining  premium  changes  among 
the  six  largest  HMOs  in  Massachusetts,  the 
Rate  Setting  Commission  has  estimated  the 
change  in  the  cost  of  health  insurance  for  a 
significant  segment  of  the  state's  privately 


insured  population.  The  next  steps  in  the 
Commission's  health  insurance  monitoring 
project  are:  to  analyze  premium  data  on  the 
other  fourteen  HMOs;  to  collect  and  analyze 
premium  data  on  other  types  of  health  plans; 
and  to  investigate  the  components  of  health 
insurance  premiums  to  determine  which  fac- 
tors most  influence  premium  increases. 


Chapter  4:  Conclusion 


38 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


Appendix  A: 

Data  Sources  and  Methods 


Data  Sources 

Premium  data  were  obtained  from  the 
Division  of  Insurance  (DOI)  from  HMO  Rate 
Filings  for  the  first  quarter  of  each  year  (Janu- 
ary— March).  The  Rate  Filings  contain  details 
of  cost  elements,  demographic  factors  and 
other  aspects  of  the  FiMOs'  rate  methodolo- 
gies for  establishing  their  average  community 
rates. 

Data  on  enrollment  came  from  the  HMOs' 
quarterly  statements  which  are  filed  with  the 
DOI.  Quarterly  statements  are  unaudited  fil- 
ings that  contain  membership,  utilization  and 
financial  data.  These  statements  are  used  by 
DOI,  to  a  limited  degree,  to  monitor  the 
financial  viability  and  stability  of  HMOs. 

Benefits  information  was  obtained 
through  a  benefits  survey  conducted  by  the 
Commission  in  the  fall  of  1993.  The  survey 
contained  inquiries  on  coverage  and 
copayments  and  was  completed  by  nineteen 
of  the  twenty  HMOs  that  have  members  in 
Massachusetts.1 


Data  Quality 

In  its  efforts  to  provide  a  quality  report, 
the  Commission  took  steps  to  obtain  the  most 
current,  accurate  and  meaningful  data  avail- 
able. A  diligent  effort  was  made  to  ascertain 


the  accuracy  of  each  HMO's  respective  data. 
Copies  of  the  appendices  included  in  the 
report  were  forwarded  to  each  of  the  HMOs 
for  verification,  and  all  clarifications  and  cor- 
rections noted  by  the  HMOs  were  incorpo- 
rated. 


Methods 

For  each  of  the  six  HMOs,  large-group 
and  small-group  premiums  for  individual  and 
family  coverage  were  examined.  We  did  not 
analyze  nongroup  premiums,  since  few  HMOs 
offer  direct  enrollment  for  nongroup  cover- 
age. Nor  did  we  include  Medicare  rates,  again, 
because  not  all  HMOs  offer  Medicare  risk 
contracts  or  Medigap  coverage. 

Because  most  HMOs  offer  a  number  of 
different  plans,  each  with  different  premiums, 
it  was  necessary  to  select  the  premiums  for  one 
plan  for  each  HMO.  The  various  plans  offered 
by  one  HMO  may  differ  from  each  other  in  a 
number  of  ways:  different  benefits,  copayments 
and  the  options  of  what  are  known  as  riders  or 
add-ons  (e.g.,  prescription  drugs).  Addition- 
ally, many  of  the  HMOs  vary  their  rates  by 
region  of  the  state. 

We  chose  to  track  the  best-selling  plan  for 
each  HMO  based  on  the  enrollment  in  the 
plans.  For  example,  if  an  HMO's  standard  plan 
for  its  eastern  region  had  more  members  than 
its  other  plans  and  regions  served,  this  pre- 
mium would  be  the  one  tracked. 

Since  this  level  of  detail  on  enrollees  in 
each  type  of  plan  is  not  provided  in  the  DOI 
quarterly  statements,  the  HMOs  were  con- 
tacted to  find  out  which  of  their  plans  had  the 
most  members. 
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All  HMOs  offer  plans  with  and  without 
coverage  for  prescription  drugs,  but  the  plans 
with  drug  coverage  are  the  most  popular.  If  an 
HMO  had  more  than  one  type  of  drug  cover- 
age, we  included  the  drug  "add-on"  for  the 
most  popular  option.  Lastly,  some  HMOs  offer 


a  choice  of  two-tier  or  three-tier  plans.  The 
two-tier  plan  is  the  standard  family/individual 
option;  the  three-tier  plan  includes  an  addi- 
tional rate  for  a  two-person  family.  We  chose 
to  track  the  two-tier  option,  because  it  is  more 
common  than  the  others. 


Endnote  for  Appendix  A 

1  A  summary'  of  the  unique  features  of  the  benefits  plans  for  the  six  HMOs  has  been  included  in  Appendix  B. 
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Appendix  B: 

HMO  Premium  Data 


The  attached  appendices  include  pre- 
mium data  from  Division  of  Insurance 
rate  filings  used  in  the  analysis,  and  a 
notes  section  that  describes  which  plan  is 
being  tracked,  the  rating  methodology  used 
for  the  plan,  the  plan's  standard  copayments 
and  benefit  differences  compared  to  the 
other  HMOs'  plans.  Each  HMO's  appendix 
contains  the  specific  items  detailed  below. 


Premiums 

Premiums  for  small-group  and  large- 
group,  individual  and  family  were  taken  from 
each  HMO's  quarterly  rate  filings  for  the  period 
covering  the  first  calendar  quarter  of  each  year 
reported.  The  premiums  represent  those  for 
each  HMO's  best-selling  plan  within  the  group 
category,  where  best-selling  means  the  particu- 
lar plan  with  the  greatest  number  of  members. 


Understanding  the  Notes 

J.  Region 

A  description  of  which,  if  any,  specific  region 
or  regional  factors  were  used  for  premium 
reporting. 


2.  Group  Size 

An  indication  of  the  group  sizes  used  for  the 
large-group  and  small-group  premiums  tracked 
in  the  report.  Due  to  the  Small-Group  Insur- 
ance Reform  component  of  Chapter  495,  a 
standard  small-group  size  of  25  members  or 
less  was  imposed  for  setting  small-group  pre- 
miums. 


3.  Demographic  Assumptions 

A  listing  of  the  demographic  characteristics  of 
the  HMO 's  population  used  by  the  HMO  to 
calculate  the  average  community  rate. 

4.  Rating  Methodology/ 

Rate  Adjustments 

An  explanation  of  the  specific  rating  method- 
ologies the  HMO  used  for  each  year,  if  changed, 
along  with  any  unique  adjustments  the  HMO 
may  have  used  for  setting  premiums  (see 
"Rating  Methodologies,''  page  B2). 

5.  Copayments 

A  listing  by  year  of  the  best-selling  plan's 
standard  copayments  for  office  visits,  emer- 
gency room  visits  and  prescription  drugs. 

6.  Benefits 

Distinctions  in  coverage  among  the  plans.  A 
list  of  benefit  coverage  included  or  excluded 
by  the  HMO  that,  when  compared  to  the  other 
HMOs  studied,  seemed  atypical. 
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Raring  methodologies  used  to  set  premiums  fall  into  two  fundamental  categories: 
community  raring  and  experience  rating.  Within  these  two  categories,  rating  practices 
exhibit  a  number  of  variations.  Under  community  rating,  all  subscribers  or  members 
receive  the  same  rate  no  matter  what  their  health  status,  utilization  experience,  age  or 
other  characteristics.  Community  rating,  however,  does  allow  for  adjustments  for 
varying  demographic  factors  across  different  groups.  Experience  rating  employs 
information  on  members'  past  utilization  of  health  services  and  can  allow  for 
retrospective  adjustments  by  the  insurer  to  make  up  for  differences  between  anticipated 
and  actual  utilization.  Below  are  definitions  for  the  most  common  rating  methodologies. 

Standard  Community  Rating — A  general  method  of  setting  premiums  in  which  the 
individual's  premium  or  capitated  rate  is  based  on  the  actual  or  anticipated  average  cost 
of  health  services  used  by  all  HMO  members. 

Experience  Rating — The  method  of  setting  premium  rates  based  on  the  actual  health 

care  costs  of  a  group  or  groups. 

Community  Rating  by  Class  ( CRC) — A  modification  of  standard  community  rating 
principles  whereby  individual  groups  can  have  different  rates  depending  on  the 
composition  by  age,  sex,  marital  status  and  industry. 

Adjusted  Community  Rating  (ACR) — A  form  of  "experience  rating"  that  is  permitted 
under  federal  law,  ACR  allows  an  HMO  to  set  premium  rates  based  on  the  expected 
revenue  requirements  for  individual  groups  and  to  take  into  account  a  group's  historical 
utilization,  intensity  or  cost  experience  in  setting  premium  rates.  Rates  must  be  set 
prospectively;  retrospective  settlements  are  not  permitted. 

Rating  for  Federally  Qualified  HMOs — During  the  period  from  1990  through  first 
quarter  1994,  all  of  the  six  HMOs  in  this  study  were  federally  qualified  except  for  HMO 
Blue  (due  to  the  fact  that  of  the  three  Blue  Cross  HMOs  in  eastern  Massachusetts  that 
later  became  part  of  HMO  Blue,  only  Medical  East  was  federally  qualified). 

The  rating  requirements  allow  HMOs  to  use  community  rating  by  class  for  HMOs  with 
less  than  100  members,  or  adjusted  community  rating  as  long  as  the  actual  rate  is  no 
more  than  10%  higher  than  what  the  rate  would  be  if  community  rating  by  class  were 
used.  For  groups  of  more  than  100  members,  HMOs  may  use  adjusted  community 
rating.  HMOs  which  are  federally  qualified  cannot  set  their  small-group  premiums  more 
than  10%  higher  than  their  large-group  premiums  for  differences  in  administrative  costs. 

Federal  rules  also  require  that  each  HMO  covers  a  minimum  standard  package  of 
benefits  and  that  each  plan's  rating  methodology  conforms  to  federal  specifications.  The 
benefits  requirement  has  resulted  in  generally  similar  benefits  packages  among  the 
plans. 


Appendix  B:  HMO  Premium  Data  B2 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


Bay  State  Health  Care 


Small-Group 


Individual  Annual  Family  Annual 

Premiums  Increase  Premiums  Increase 


1990  $  149.00  $389.00 

1991  159.43  7.00%  416.23  7.00% 

1992  191.32  20.00%  499.48  20.00% 

1993  226.41  18.34%  611.31  22.39% 

1994  214.97  -5.05%  580.42  -5.05% 


Large-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  143.70 
160.94 
183.80 
218.97 
196.38 


12.00% 
14.20% 
19.13% 
-10.32% 


$  390.00 
436.80 
494.58 
591.21 
530.24 


12.00% 
13.23% 
19.54% 
-10.31% 


Notes 

1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  Above 
Prior  to  1993: 

Premiums  are  for  Bay  State's  "Standard"  Plan  with  Drugs  offered  to  members  in  Baystate's  Area  I 
(primarily  eastern)  region.  Area  I  includes  Boston,  and  cities  and  towns  in  Norfolk  county  as  well  as 
many  of  those  north  and  west  of  Boston  within  and  along  Interstate  495. 
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Bay  State  Health  Care 

Starting  in  1993: 

Premiums  are  based  on  a  composite  rate  for  Bay  State's  Standard  Plan  multiplied  times  the  factor 
for  the  Boston,  Northeast  and  Norfolk  County  Area,  which  appears  virtually  identical  to  the 
previously  designated  Area  I. 


2.  Group  Size  —  Defined  by  HMO  1990-1992 

Defined  by  Chapter  495  Small-Group  Reform  1993-1994 


Small-Group 

1990:  <  25  eligible  employees  (EEs). 
1991: 10  to  24  EEs. 
1992: 10  to  49  EEs. 
1993:  10  to  25  EEs.  * 
1994:  10  to  25  EEs.* 

*  Bay  State  set  separate  premiums  for  group  sizes  of  1  and  2-9  EEs. 

Large-Group 

1990:  25+  EEs. 
1991:  25+  EEs. 
1992:  50+  EEs. 
1993:  26+  EEs. 
1994:  26+  EEs. 


3.  Demographic  Assumptions 


Average  Family  Size 

%  Family  Contracts 

%  Single  Contracts 

Ratio  of  Family/Single  Premium 


1990 

1991 

1992 

1993 

1994 

3.29 

3.29 

3.30 

3.30 

3.30 

49.99 

50.35 

52.36 

52.20 

52.20 

50.01 

49.65 

47.64 

47.80 

47.80 

2.70 

2.70 

2.60 

2.70 

2.70 

4.  Rating  Methodology/Rate  Adjustments 

Through  October  1 992 :      Community  Rated  by  Area. 

After  October  1992:  If  >  50  EEs,  Community  Rated  by  Age  and  Experience, 

or  if  <  50  EEs,  Age  Rated  only. 


Appendix  B:  HMO  Premium  Data 


B4 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


Bay  State  Health  Care 

Starting  1994:  if  >  50  Subscribers,  Retention  Charges  calculated 

on  a  combined  cost  per  contract  and  percent  of  premium  basis. 

If  <  26  EEs,  rate  increases  limited  in  compliance  with 
Small-Group  Reform. 

If  >  26  but  <  50  EEs,  rate  increases  limited  to  -5.0%  and  +5.0%. 

For  new  or  renewal  business  for  >  26  EEs,  6%  discount  of  manual  rates 
for  meeting  participation  requirement  of  100%. 


5.  Copayments 


Prior  to 
1993 

1993  1994 

Office  Visit 

$5.00 

$15.00 
5.00 

Adult  Visit       $1 0.00  Adult  Visit 
<  12  Years  Old 

Hospital  Emergency  Room 

25.00 

50.00 

Rx  Drugs  Generic 
Brand 
Mail 

3.00 
9.00 
3.00/9.00 

5.00 
15.00 
30.00 

Generic  Formulary 
Brand  Formulary 
Non-Formulary 

6.  Benefits 

Distinctions  in  coverage  among  the  six  plans: 

a.  No  copayment  for  allergy  shots  or  treatment. 

b.  Copayment  required  for  Early  Intervention  Services. 

c.  Health  Education/Wellness  Promotion  Programs  not  offered. 

d.  90-Day  Coverage  with  copayment  for  Physical,  (standard  is  60  days). 

e.  Only  a  standard  copayment  applies  for  Outpatient  Mental  Health  and 
Substance  Abuse  Coverage  and  50%  of  the  charge  for  visits  9-20. 

f.  Physician  House  Calls  covered  with  copayment. 

g.  Under  Prescription  Drugs,  Contraceptive  Drugs  are  covered  and  Devices  are 
Not  covered. 

h.  Under  Orthotics,  some  coverage  subject  to  DME  limits.  Coverage  for  foot  and 
TMJ  Orthotics  is  excluded. 

i.  No  coverage  for  Diabetic  Blood/Urine  Test  Products 

j.    Osteopathic  Services  are  covered  when  rendered  by  a  licensed  doctor  of 

osteopathy  who  is  a  Plan  Physician, 
k.    Dependent  Policy  -  Full  time  students  covered  up  to  age  23  only 

(typical  coverage  is  up  to  age  25). 
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Fallon  Community  Health  Plan 


Small-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$113.62 
130.44 
143.36 
154.12 
161.84 


14.80% 
9.90% 
7.51% 
5.01% 


$  293.50 
336.94 
370.30 
398.08 
417.98 


14.80% 
9.90% 
7.50% 
5.00% 


Large-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  103.28 
118.58 
130.32 
140.10 
147.12 


14.81% 
9.90% 
7.50% 
5.01% 


$  266.80 
306.30 
336.62 
361.88 
379.98 


14.81% 
9.90% 
7.50% 
5.00% 


Notes 

1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  Above 

Premiums  are  for  Fallon's  basic  plan  to  members  in  the  Two-Tier  programs,  and  includes  Fallon's 
basic  prescription  drug  coverage.  Fallon's  members  are  located  primarily  in  Central  Massachusetts. 
Fallon  does  not  adjust  rates  for  different  areas. 
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Premium  Trends  for  Six  HMOs  in  Massachusetts 


Fallon  Community  Health  Plan 

2.  Group  Size  —  Defined  by  HMO  1990-1992: 

Defined  by  Chapter  495  Small-Group  Reform  1993-1994: 

1990  through  1994: 
Small-Group:  <  50 
Large-Group:  >  49 

(Fallon  continued  to  use  Small-Group  size  of  1  -49  under  Chapter  495.) 


3.  Demographic  Assumptions  (Information  not  provided.) 


4.  Rating  Methodology 

1990-1994:       Community  Rating. 


5.  Copayments 


1990  to 

1991  1992  1993  1994 

Office  Visits                     $2.00-10.00  $2.00-10.00  $2.00-10.00  $2.00-10.00 

Hospital  Emergency  Room*    0.00,  25.00  0.00,  25.00  0.00,  25.00  0.00,  25.00 

Rx  Drugs                             2.00  5.00  5.00  5.00 


'Copayment  of  $0  00  applies  to  Fallon  Clinic  and  U.  Mass.  Medical  Center  coverage.  Copayment  of  $25.00  applies  to 
Fallon's  Affiliated  Independent  Physician  coverage. 

6.  Benefits 

Distinctions  in  coverage  among  the  six  plans: 

a.  Abortion — not  covered. 

b.  Emergency  Dental — No  copayment  required  in  Hospital  Emergency  Room. 

c.  Insulin  and  needles/syringes — not  covered  until  1/1/94. 

d.  Diabetic  blood/urine  test  products — not  covered. 

e.  Full  time  student  dependents  covered  up  to  age  23  only  (typical  coverage  up  to  age  25). 

f.  Mammograms  and  Pap  Smears — No  copayments  required. 

g.  Eye  exams — not  covered  until  1/1/94 

h.  Outpatient  Mental  Health— standard  copayment  for  all  20  visits. 

i.  Outpatient  Sub.  Abuse — No  limit  on  number  of  visits, 
j.  Physician  House  Calls— Covered  with  no  copayment. 
k.  Contraceptives— Devices  not  covered. 

I.  Chiropractic  Services— Covered  as  of  1/1/94. 

m.  Acupuncture  Services— Covered  with  referral. 
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Premium  Trends  for  Six  HMOs  in  Massachusetts 


Harvard  Community  Health  Plan 


Small-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  148.35 
162.44 

177.05 
197.32 
206.35 


9.50% 
8.99% 
1 1 .45% 
4.58% 


$  399.03 
436.95 
476.29 
529.77 
554.07 


9.50% 
9.00% 
1 1 .23% 
4.59% 


Large-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994  ' 


$  134.86 
147.67 
160.96 
176.73 
184.32 


9.50% 
9.00% 
9.80% 
4.29% 


$  362.77 
397.23 
432.99 
475.42 
495.82 


9.50% 
9.00% 
9.80% 
4.29% 


*  HCHP  has  indicated  that  the  reported  premiums  for  1 994  do  not  include  a  retroactive  downward  adjustment  to  reflect  eliminating 
the  use  of  an  age  factor  for  the  highest  age  category  for  small-group  premiums.  This  essential  rebate  was  done  during  the  year. 


Notes 

1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  Above 
(See  next  page.) 
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Harvard  Community  Health  Plan 


1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  on  Previous  Page 


1990  through  1991 


Premiums  are  for  HCHP's  standard  plan  offered  to  members  in  HCHP's  Eastern  region  and  include 
standard  prescription  drug  benefit.  The  Eastern  region  includes  all  counties  in  Massachusetts 
except  Berkshire  and  Franklin. 


1992  through  1994 


Premiums  are  for  the  HCHP  Classic  Plan  offered  to  members  in  HCHP's  Eastern  region.  The 
Eastern  region  includes  all  counties  in  Massachusetts  except  Berkshire  and  Franklin. 


2.  Group  Size  —  Defined  by  HMO  1990-1992: 

Defined  by  Chapter  495  Small-Group  Reform  1993-1994: 


Small-Group 


Large-Group 


1990-1992:  10  through  24  eligible  employees. 
1993-1994:  1  through  25  eligible  employees. 


1990-1992:  More  than  24  eligible  employees. 
1993-1994:  More  than  25  eligible  employees. 


3.  Demographic  Assumptions 


Prior  to 

1992  1992  Onward 


Average  Family  Size  3.26  3.27 

%  Family  Contracts  40.23  42.62 

%  Single  Contracts  59.77  57.38 

%  Urban  73.64  60.00 

Ratio  of  Family/Single  Premium  2.69  2.69 


4.  Rating  Methodology/Rate  Adjustments 
Small-Group  (See  next  page.) 
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Harvard  Community  Health  Plan 

Small-Group 

1990-1992  For  10  to  24  eligible  employees  (EEs)  Community  Rating 

After  1 2/92  For  1  to  25  EEs  Community  Rating  with  Age 

adjustments  starting  in  1993 

Surcharge  included  in  Small-Group  premiums: 

1 990-1 992  1 0.00%  (Administrative/Small-Group  Load) 

After  1 2/92  13.09%  (6.09%  Administrative  &  7.0%  Small-Group  Load) 


Large-Group 

1990  through  September  30,  1992: 

For  less  than  50  members  (subscribers  plus  dependents),  but  more  than  25  EEs: 
Standard  Community  Rating 

For  more  than  50  members  and  up  to  250  average  monthly  members: 
Community  Rating  by  Class 

For  >  250  average  monthly  members:    Adjusted  Community  Rating 


From  October  1,  1992: 

For  less  than  100  members  (subscribers  plus  dependents),  but  more  than  25  EEs: 
Standard  Community  Rating 

For  more  than  100  members  and  up  to  250  average  monthly  members: 
Community  Rating  by  Class 

For  >  250  average  monthly  members:    Adjusted  Community  Rating 


5.  Copayments  (Standard  Plan) 


Prior  to  1992 

1992  Onward* 

Office  Visits  $  3.00  $  5.00 

Hospital  Emergency  Room  0.00  25.00 

Rx  Drugs  3.00  5.00 


*  Since  1991  HCHP  has  offered  a  number  of  options  with  differing  levels  of  copayments.  The  variations  in  copayments  and 
coverage  options  offered  by  HCHP  are  reasonably  extensive  Premium  levels  would  reflect  additions  or  exclusions  in  coverage, 
as  well  as  alternative  copayment  levels. 


Appendix  B:  HMO  Premium  Data  B10 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


Harvard  Community  Health  Plan 

6.  Benefits 

Distinctions  in  coverage  among  the  six  plans: 

a.  Outpatient  Surgery — No  Copayment  Required  for  the  standard  plan. 

b.  Respiratory  Therapy — Copayment  Required. 

c.  Early  Intervention  Services — Copayment  Required. 

d.  Physical/Occupation/Speech  Therapies — Coverage  up  to  90  days. 
(Typical  coverage  is  60  days). 

e.  Outpatient  Mental  Health — Standard  copayment  for  first  8  visits. 
Next  9  to  20  visits:  $35  copayment  for  individual  therapy. 

$15  copayment  for  group  therapy. 

f.  Outpatient  Substance  Abuse — Covered  under  Mental  Health  benefits. 
Detoxification  includes  unlimited  visits,  standard  copayment. 

g.  Physician  House  Calls — $10  copayment. 

h.  Contraceptive  devices  and  birth  control  pills  are  covered  under  the  prescription  rider, 
standard  copayment.  The  insertion/removal  (but  not  the  cost  of  the  device)  of 
lUDs/Norplants  are  covered. 

i.  Disposable  Medical  Supplies — Covered  under  Home  Health  Care  only. 
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HMO  Blue 


Individual 
Premiums 


Small-Group 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990  * 

1991  * 
1992 
1993 
1994 


$  148.94 
170.57 
180.45 
185.69 
195.08 


14.52% 
5.79% 
2.90% 
5.06% 


$  394.53 
451.69 
487.22 
497.64 
522.66 


14.49% 
7.87% 
2.14% 
5.03% 


Large-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990  * 

1991  * 
1992 
1993 
1994 


$  141.58 
155.06 
171.86 
176.84 
186.83 


9.52% 
10.83% 
2.90% 
5.65% 


$  375.04 
410.63 
464.02 
473.95 
500.73 


9.49% 
13.00% 
2.14% 
5.65% 


*  1990  and  1991  premiums  are  weighted  averages  of  the  premiums  of  Lahey  Clinic-Blue  Cross  and  Blue  Shield  Health 
Maintenance  Plan.  Medical  East  Community  Health  Plan,  and  North  Shore  Health  Plan.  These  HMOs  were  consolidated  in  1992 
to  form  the  Eastern  region  of  HMO  Blue. 


Notes 

1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  Above 
(See  next  page.) 


Appendix  B:  HMO  Premium  Data 


B12 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


HMO  Blue 

1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  on  Previous  Page 

Premiums  are  those  offered  to  members  under  the  standard  HMO  Blue  Plan  Northeast/Boston 
regions,  and  include  HMO  Blue  basic  Prescription  Drug  coverage.  Rates  do  not  reflect  those 
offered  for  Medical  West  Health  Plan,  Berkshire  Health  Plan  or  Montachusett  Health  Plan. 


2.  Group  Size  —  Defined  by  HMO  1990-1992: 

Defined  by  Chapter  495  Small-Group  Reform  1993-1994: 


Small-Group 

1992:  <  25  eligible  employees  (EEs). 
1993:  10  to  25  EEs.* 
1994:  10  to  25  EEs.* 

*  HMO  Blue  set  separate  premiums  for  group  sizes  of  1  and  2-9  EEs. 

Large-Group 

1992:  25+  EEs. 
1993:  26+  EEs. 
1994:  26+  EEs. 


3  Demographic  Assumptions 


Average  Family  Size 

%  Family  Contracts 

%  Single  Contracts 

Ratio  of  Family/Single  Premium 


1992 

1993 

1994 

3.30 

3.30 

3.30 

43.70 

44.80 

46.70 

56.30 

55.20 

53.30 

2.70 

2.68 

2.68 

4.  Rating  Methodology/Rate  Adjustments 

Prior  to  1994:  Community  rated  by  age,  area  and  group  size. 

Greater  than  50  members  subject  to  underwriting  review. 

Starting  in  1994:  If  >  50  subscribers,  retention  charges  calculated 

on  a  combined  cost  per  contract  and  percent  of  premium  basis. 

If  <  26  EEs,  rate  increase  limited  in  compliance  with  Small- 
Group  Reform. 
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HMO  Blue 

4.  Rating  Methodology/Rate  Adjustments 

Starting  in  1994:  (Continued  from  previous  page.) 

If  >  25  but  <  50  EEs,  rate  increase  limited  to  1%  to  15%. 

For  new  or  renewal  business  for  >  25  EEs,  a  6%  discount  of  manual 

rates  applies  for  participation  of  100%. 

Accounts  >  25  enrolled  contracts  are  additionally  subject  to 
underwriting  review. 


5.  Copayments 


Prior  to 

1993 

1993 

Onward 

Office  Visits                Health  Center 

$  3.00 

$  2.00 

IPA 

9.00 

5.00 

Hospital  Emergency  Room 

25.00 

25.00 

Rx  Drugs      Generic:     Health  Center 

3.00 

2.00 

IPA 

3.00 

5.00 

Brand:       Health  Center 

3.00 

2.00 

IPA 

9.00 

10.00 

6.  Benefits 

Distinctions  in  coverage  among  the  six  plans: 

a.  Outpatient  Mental  Health  and  Substance  Abuse  Services: 
Standard  Copayment  for  first  1 0  visits. 

$1 5  copayment  for  visits  11 — 20. 

b.  Orthotics — Covered,  subject  to  DME  limits. 
Foot  and  TMJ  coverage  excluded. 

c.  Allergy  Shots/Treatment — No  copayment  required. 

d.  Early  Intervention  Services — Copayment  required. 

e.  Inpatient  Rehabilitative  Services — 60-day  limit  on  coverage. 
(Typical  coverage  is  100  days). 

f.  Physician  House  Calls — No  copayment  required. 

g.  Contraceptives — Covered  under  Rx  Drugs,  but  not  devices. 

h.  Osteopathic  Services — Covered  when  rendered  by  a  licensed  doctor  of  osteopathy 
who  is  a  Plan  Physician. 
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Pilgrim  Health  Care 


Small-Group 


Notes 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  149.94 
168.09 
186.48 
211.68 
212.23 


12.10% 
10.94% 
13.51% 
0.26% 


$  389.83 
437.07 
484.81 
550.36 
551.81 


12.12% 
10.92% 
13.52% 
0.26% 


Large-Group 


Individual 
Premiums 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  143.20 
160.63 
178.22 
197.80 
197.75 


12.17% 
10.95% 
10.99% 
-0.03% 


$  372.31 
417.67 
463.34 
514.28 
514.16 


12.18% 
10.93% 
10.99% 
-0.02% 


1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  Above 

Premiums  are  Pilgrim's  reported  Composite  Rates  with  the  CVS  drug  option.  Pilgrim  indicates  that 
use  of  the  Composite  Rate  is  appropriate  over  the  period  reported  on,  as  the  eastern  area  of 
Massachusetts  makes  up  most  of  their  enrollment,  and  it  is  essentially  equally  divided  between 
Northern  and  Southern  Regions. 
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Premium  Trends  for  Six  HMOs  in  Massachusetts 


Pilgrim  Health  Care 

2.  Group  Size  —  Defined  by  HMO  1990-1992 

Defined  by  Chapter  495  Small-Group  Reform  1993-1994 


Small-Group 


Large-Group 


Prior  to  July  1 , 1990:    <  50  employees. 
After  July  1 ,  1990:       25  employees  or  less. 


Prior  to  July  1 ,  1990:  >  50  employees. 
After  July  1 , 1 990:       >  25  employees. 


3.  Demographic  Assumptions 


1990 

1991 

1992 

1993 

1994 

Average  Family  Size 

3.40 

3.40 

3.37 

3.34 

3.34 

%  Family  Contracts 

53.55 

53.97 

53.28 

54.21 

54.21 

%  Single  Contracts 

46.45 

46.03 

46.72 

45.79 

45.79 

Ratio  of  Family/Single  Premium 

2.60 

2.60 

2.60 

2.60 

2.60 

4.  Rating  Methodology/Rate  Adjustments 
Community  rated.  Adjusted  by  area. 

5.  Copayments 


1990  to 

1992  1993  1994 

Office  Visits                                            $  3.00  $  5.00  $  5.00 

Hospital  Emergency  Room                            20.00  30.00  30.00 

Rx  Drugs      Generic                                   3.00  3.00  3.00  * 

Brand                                      6.00  9.00  9.00* 


*  With  copayments  of  $5.00/$15.0O,  monthly  premiums  reduced  $3.33/$8.65  respectively. 
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Premium  Trends  for  Six  HMOs  in  Massachusetts 


Pilgrim  Health  Care 

6.  Benefits 

Distinctions  in  coverage  among  the  six  plans: 

a.  Outpatient  psychiatric  care  is  covered  in  full  with  no  copayments  up  to  $500  per 
member  per  calendar  year.  Charges  above  $500  are  subject  to  a  50%  copayment, 
not  to  exceed  $800  per  member  per  calendar  year. 

b.  Inpatient  and  Outpatient  Hospice  care  are  fully  covered  with  no  copayments  in  lieu 
of  hospitalizations. 

c.  Mail  order  drugs  are  covered  for  generic  ($3  copayment)  and  brand  name  ($9 
copayment). 

d.  No  copayment  required  for  Mammograms,  Abortions  or  Outpatient  Surgery. 

e.  Copayments  are  required  for  Immunizations  and  Flu  Shots. 

f.  For  Outpatient  Alcohol  Abuse:  In  Rehab  cases  no  copayment  and  no  limits  on  visits, 
up  to  $500  maximum  per  year;  In  Alcohol/Drug  Abuse  and  Detoxification  cases  there 
are  no  copayments  and  unlimited  visits. 

g    Inpatient  Mental  Health/Drug  Abuse  is  covered  an  unlimited  number  of  days  in  a 
licensed  general  hospital  and  up  to  60  days  in  a  mental  health  facility  with  no 
copayments. 

h.  For  Physician  House  Calls  a  $15  copayment  is  required. 

i.  Prescription  Drugs — Mail  order  drugs  are  covered. 
Contraceptives — drugs  and  devices  are  also  covered. 

j.    Diabetic  Blood/Urine  Test  Products  are  covered  under  certain  circumstances. 
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Tufts  Associated  Health  Maintenance  Organization 


Notes 


Individual 
Premiums 


Small-Group 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  157.75 
176.50 
186.00 
203.25 
192.75 


1 1 .89% 
5.38% 
9.27% 
-5.17% 


$  425.75 
476.75 
502.50 
548.75 
520.50 


1 1 .98% 
5.40% 
9.20% 
-5.15% 


Individual 
Premiums 


Large-Group 


Annual 
Increase 


Family 
Premiums 


Annual 
Increase 


1990 
1991 
1992 
1993 
1994 


$  143.25 
160.50 
169.25 
184.75 
192.75 


12.04% 
5.45% 
9.16% 
4.33% 


$  387.00 
433.50 
456.75 
498.75 
520.50 


12.02% 
5.36% 
9.20% 
4.36% 


1 .  Type  of  Plan  and  Region/Area  of  State  Represented  by  Premiums  Shown  Above 
Premiums  are  Tuft's  standard  Eastern  Region.  Rates  include  the  "PCS"  drug  option. 
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Tufts  Associated  Health  Maintenance  Organization 

2.  Group  Size  —  Defined  by  HMO  1990-1992: 

Defined  by  Chapter  495  Small-Group  Reform  1993-1994: 

1990  through  1994: 
Small-Group:  <  26 
Large-Group:  >  25 


3.  Demographic  Assumptions 


1991 

1992 

1993 

1994 

Average  Family  Size 

3.50 

3.35 

3.35 

3.35 

%  Single  Contracts 

50.00 

50.00 

50.00 

50.00 

%  Family  Contracts 

50.00 

50.00 

50.00 

50.00 

Contract  Size 

2.25 

2.175 

2.175 

2.175 

Ratio  of  Family/Single  Premium 

2.70 

2.70 

2.70 

2.70 

4.  Rating  Methodology/Rate  Adjustments 


1990:    Adfusted  Community  Rated  (ACR) 

a.  used  for  the  largest  accounts  with  2,400  or  more  member  months. 

b.  adjusted  for  age-sex  and  industry. 

c.  adjusted  for  ACR  factor. 

Traditional  Community  Rating 
a.   used  for  all  other  accounts. 


1991:    Adjusted  Community  Rating  (ACR)  bv  Region 

a.   used  for  the  largest  accounts  with  2,400  or  more  member  months. 
Community  Rating  bv  Region 
a.   used  for  all  other  accounts. 


1992:    Adjusted  Community  Rating  (ACR)  bv  Region 
(See  next  page.) 


Appendix  B:  HMO  Premium  Data  B19 


Premium  Trends  for  Six  HMOs  in  Massachusetts 


1992: 


1993. 


Associated  Health  Maintenance  Organization 


Adjusted  Community  Rating  (ACR)  bv  Region 

a.  used  tor  the  largest  accounts  with  either  greater  than  2,399  member  months 
or  100  subscribers. 

b.  used  for  all  accounts  with  Tufts  HMO  as  the  Principal  Group  Health  Benefit  option. 

c.  all  accounts  electing  to  join  Tufts  HMO  after  having  had  coverage  through  a 
Tufts  Health  Plan  product. 

d.  ACR  rates  limited  to  1 1 0%  of  the  Traditional  Community  Rate  for  accounts  with  less 
than  100  eligible  employees. 

Community  Rating  bv  Region 

a.  used  for  all  other  accounts. 


Adjusted  Community  Rating  (ACR)  bv  Region 

a.  used  for  the  largest  accounts  with  either  greater  than  2,399  member  months 
or  100  subscribers. 

b.  used  for  all  accounts  with  Tufts  HMO  as  the  Principal  Group  Health  Benefit  option. 

c.  all  accounts  electing  to  join  Tufts  HMO  after  having  had  coverage  through  a  Tufts 
Health  Plan  product. 

d.  all  accounts  previously  ACR  rated. 

e.  ACR  rates  will  limited  to  110%  of  the  Traditional  Community  Rate  or  Community  Rate 
by  Class  for  accounts  of  26-99  eligible  employees. 

Community  Rating  bv  Class  (Age/Sex  and  Industry)  bv  Region 

a.  used  for  all  other  accounts. 


5.  Copayments 


1990  to 
1992 


1993 


1994 


Office  Visits 

Hospital  Emergency  Room 
Rx  Drugs  Generic 


$2.00 


$5.00  to  10.00 


* 


* 


25.00 
6.00 


* 


Brand 


* 


8.00 


*  Information  not  provided. 


6.  Benefits 


(See  next  page.) 
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Tufts  Associated  Health  Maintenance  Organization 

Distinctions  in  coverage  among  the  six  plans: 

a.  No  copayments  required  for  Mammograms  or  PAP  Smears. 

b.  Copayments  are  required  for  Immunizations. 

c.  Under  Prescription  Drugs — Contraceptive  Drugs  and  Devices  are  not  covered 
(limited  exceptions). 

d.  Health  Club  Memberships  are  included  at  participating  fitness  centers  with 
a  $3  copayment  per  visit. 

e.  For  Outpatient  Mental  Health,  standard  copayment  only,  for  visits  1  thru  8,  with  a 
50%  of  charge  copayment  for  visits  9  thru  20. 

f.  For  Outpatient  Substance/Alcohol  Abuse  Detoxification,  standard  copayment 

and  no  limits  on  visits;  Substance  Abuse  Rehab,  standard  copayment  with  no  limits 
on  visits,  up  to  a  maximum  of  $500  per  year. 

g.  Physician  House  Calls  are  covered  only  as  part  of  Home  Health  Care  benefit. 

h.  No  coverage  for  Preventive  Dental  Care  for  children  under  1 2  years  old. 

i.  Under  Prescription  Drugs,  Contraceptive  Devices  are  not  covered, 
j.    Diabetic  Blood/Urine  Test  Products  are  not  covered. 

k.    Disposable  Medical  Supplies — includes  some  limited  coverage. 
I.    Osteopathic  Services — covered  when  rendered  by  Plan  providers. 
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Colophon: 
Production  Notes 


Premium  Trends  for  Six  HMOs  in  Massa- 
chusetts was  researched  and  produced 
by  the  staff  of  the  Massachusetts  Rate 
Setting  Commission.  The  Commission  solely 
is  responsible  for  its  content  and  distribution. 

Publication  design,  editing,  page  layout 
and  the  originals  for  this  document  were  pro- 
duced in-house  using  cost-effective,  elec- 
troni  c  desktop  publ  ishing  software  and  related 


microcomputer  and  photocopier  equip- 
ment. 

Premium  Trends  for  Six  HMOs  in  Massa- 
chusetts was  printed  and  assembled  at  the 
Department  of  Procurement  and  General 
Services,  Office  of  Central  Reprographics,  Ed 
Goba,  Manager.  The  report  was  prepared  for 
general  distribution  at  the  offices  of  the  Rate 
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Massachusetts  Rate  Setting  Commission 
Two  Boylston  Street 
Boston,  Massachusetts  02116 
(617)  451-5330 

♦ 

Copies  of  this  report  are  available  from  the 
Massachusetts  Rate  Setting  Commission 
Office  of  Communications 
Harry  O.  Lohr,  Jr.,  Director 
(617)  727-1197 

Publication  of  this  document  approved  by  Philmore  Anderson,  State  Purchasing  Agent 
Publication  Number  17585-72-500-6/94-RSC 
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